DOCUMENTS EXPEDITING PROJECT 


[COMMITTEE PRINT] 


85TH CONGRESS REPORT 
1st Session \ SENATE {No —- 


PETROLEUM, THE ANTITRUST LAWS 
AND GOVERNMENT POLICIES 


REPORT 


OF THE 


SUBCOMMITTEE ON ANTITRUST AND MONOPOLY 


TOGETHER WITH 


INDIVIDUAL MINORITY VIEWS 


TO THE 


COMMITTEE ON THE JUDICIARY 
UNITED STATES SENATE 


EIGHTY-FIFTH CONGRESS, FIRST SESSION 
PURSUANT TO 
S. Res. 57 
(85th Congress) 


TO STUDY{THE ANTITRUST LAWS OF§THE UNITED 
STATES, AND THEIR ADMINISTRATION, 
INTERPRETATION, AND EFFECT 


Printed for the use of the Committee_on_the Judiciary 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1957 











COMMITTEE ON THE JUDICIARY 


JAMES O, EASTLAND, Mississippi, Chairman 


ESTES KEFAUVER, Tennessee ALEXANDER WILEY, Wisconsin 

OLIN D. JOHNSTON, South Carolina WILLIAM LANGER, North Dakota 
THOMAS C,. HENNINGS, JR., Missouri WILLIAM E, JENNER, Indiana 

JOHN L. McCLELLAN, Arkansas ARTHUR V. WATKINS, Utah 

JOSEPH C. O’MAHONEY, Wyoming EVERETT McKINLEY DIRKSEN, Illinois 
MATTHEW M. NEELY, West Virginia JOHN MARSHALL BUTLER, Maryland 
8AM J. ERVIN, JR., North Carolina ROMAN L. HRUSKA, Nebraska 


SUBCOMMITTEE ON ANTITRUST AND MONOPOLY 


ESTES KEFAUVER, Tennessee, Chairman 


THOMAS C. HENNINGS, JRr., Missouri WILLIAM LANGER, North Dakota 
JOSEPH C. O’MAHONEY, Wyoming EVERETT McKINLEY DIRKSEN, Illinois 
MATTHEW M., NEELY, West Virginia ALEXANDER WILEY, Wisconsin 


DONALD P. McHv@eu, Counsel 
PETER CHUMBRIS, Minority Counsel 
CARLILE BOLTON-SMITH, Cownsel to Senator Wiley 


II 





CONTENTS 





» STB CORBIES TOOT Eee ee an Lane eben Ba oa ee 


Appendix to subscomumétteés reports 2. an nL ea UE 
(a) Statement of Donald P. McHugh, counsel___..........-._ - 
(b) Statement of Gareth M. Neville, assistant counsel_......____- 
(c) Statement of Dr. Paul H. Banner, economist__...........-_- 
(d) Statement of Louis Rosenman, attorney_.___..........- _--- 
Individual minority views of Senator Everett McKinley Dirksen___ ~~ 
Individual minority views of Senator Alexander Wiley_.............- 








LETTER OF TRANSMITTAL 





Unirep Srates SENATS, 
CoMMITTBE ON THE JUDICIARY, 
ANTITRUST AND MonopoLy SUBCOMMITTEE, 
August 16, 1957. 
Hon. James O. EastLanp, 
Chairman, Committee on the Judiciary, 
United States Senate, Washington, D. C. 

Dear Senator Eastianp: I am transmitting herewith for the 
information of the members of the Committee on the Judiciary a 
report of the Antitrust and Monoly Subcommittee entitled “Petro- 
leum, the Antitrust Laws, and Government Policies,” together with 
the individual minor ity views of Senators Dirksen and W iley. Senator 
Langer abstains from participation in this report, as he was hospital- 
ized with a serious illness during the entire hearings. 

The study of various competitive problems in the oil industry, 
including the Government-sponsored oil lift program, has been one 
of the most important tasks which has confronted this subcommittee 
during the past year. Extensive public hearings were held by the 
subcommittee between February 5 and March 22, 1957, during which 
time the views of integrated oil companies, independent producers 
and refiners, consumers and Government officials were presented. 
This report is based upon the record of these hearings and the subse- 
quent investigation and study made by the staff. 

Oil is one of the most significant industries in our entire economy. 
It is vital to our national defense. Therefore, we must be particularly 
vigilant to guarantee that free and active competition prevails. Be- 
cause of the impact of oil upon national and international policies it 
is especially important that we guard against the dangers to competi- 
tion in this country from the influence of foreign cartels. 

By designation of Senator Estes Kefauver, “the chairman of the 
Antitrust and Monopoly Subcommittee, I acted as presiding chairman 
at these hearings. Attached to this report as an appendix are the 
statements of Donald P. McHugh, counsel, Gareth M. Neville, assist- 
ant counsel, Dr. Paul H. Banner, economist, and Louis Rosenman, 
attorney, which were presented at an open public hearing on June 12 
preparatory to the drafting of the subcommittee report. W. B. 
Watson Snyder acted as a consultant to the subcommittee during 
these hearings. 

Sincerely yours, 
JosEPH C, O’MAHONEY, 
Presiding Chairman at the Oil Hearings 
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Mr. _.......--, from the*Committee on the Judiciary, submitted 
the following 


REPORT 


of its Subcommittee on Antitrust and Monopoly 


[Pursuant to 8. Res. 57, 85th Cong.] 


The investigation initiated by the subcommittee following the clos- 
ing of the Suez Canal and the stoppage of the flow of oil through the 
pipeline from Iraq to the Eastern Mediterranean, revealed a pattern 
of joint operation and ownership among competitors which had long 
characterized operations in the oil industry. The subcommittee’s 
study disclosed the alarming implications present in the recent recom- 
mendations of the President’s Cabinet Committee to restrict oil im- 
ports into the United States through a voluntary agreement among 
competitors. The recommendations give Government sanction to the 
import position of the major integrated companies to the detriment 
of existing and potential competitors. 

The major American international oil companies selected by the 
executive branch of the Government as members of the Middle East 
Emergency Committee (MEEC) to operate the oil lift program to 
Western Europe, are defendants in the pending antitrust case which 
includes charges of cartel arrangements among themselves and with 
others in the importation of oil into the United States. Free com- 
petitive enterprise in the United States is threatened by the danger of 
importation into this country of the foreign cartel system. The re- 
instatement and preservation of a truly competitive system in the oil 
industry requires a speedy and successful prosecution of the Oil 
Cartel case. We must bring to an end the further extension of cartel 
practices into the United States. 

The subcommittee’s study embraced various competitive problems 
in the oil industry, including the effect of major oil company operations 
upon consumers and independent producers, refiners, and distributors. 
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Oil is a highly dynamic and complex industry. It may be divided 
into various branches, namely, produc tion refining, transportation and 
marketing. The major oil companies engage in every level of industry 

activity, from production through marketing until the product is in 
the hands of the consumer. When one or more integrated companies, 
through control of subsidiary and affiliated corporations, engage in 
all of the various industry activities, it becomes increasingly difficult 
for independents to compete. When the power resulting from integra- 
tion is abused, the survival of independents is in jeopardy. 

At the producing level, independents sell crude oil to refineries 
owned primarily by integrated companies which also produce crude 
and set the prices at which independent producers must sell. This 
crude is transported through pipelines owned by these same integrated 
producers or their affiliates. At the refining level, independents must 
compete with integrated companies in the sale of product and at the 
same time, buy their crude supplies in part from these same integrated 
companies. At the marketing level, both wholesale and retail, 
distributors are dependent upon the majors. For real competition 
to exist in this industry the independent producer must have free 
access to transportation and refineries. The independent refiner 
must be assured of a stable supply of crude as well as access to the 
market. The independent distributor must have transportation and 
a stable and unfettered source of supply from refineries. 

In 1911, the Supreme Court affirmed the lower court order which 
resulted in the dissolution of the original Standard Oil trust. In time 
the resulting segments grew and became more powerful than the origi- 
nal company. Now, by reason of integrated operations of American 
oil companies in foreign fields, new conditions coe developed. The 
expansion of American oil companies in foreign countries through joint 
ownership and other practices not prohibited by foreign antimonopoly 
laws has resulted in a new concentration of power in ‘the oil industry. 
This has been accomplished in part through the incorporation of 
wholly and jointly owned firms in foreign countries and through the 
use of holding companies incorporated either in this country or abroad. 

Thus, for example, three of the largest American oil companies own 
about 400 firms incorporated in foreign countries. In addition, paper 
corporations are maintained both here and abroad to be used for any 
purpose as the occasion arises. Three of the major oil companies own 
more than 70 such paper corporations, nearly 30 of which are incorpo- 
rated under the laws of foreign countries. 

Joint ownership among competitors has been a traditional device 
for expanding activities into new geographic areas. The trend in 
operations in the domestic petroleum industry from a free competi- 
tive status to a series of planned, cooperative or joint programs of a 

artelized nature is alarming. Joint ownership among oil companies 
which has long flourished abroad has become incre asingly common in 
the United States. It was noted, for example, that members of 
MEEC jointly owned an interest in more than 100 corporations. In 
addition, MEEC members owned joint interests with non-MEEC 
members in 175 other corporations. The noncompetitive significance 
of jointly owned companies was recently commented upon by Judge 
Murphy of the southern district of New York in dismissing ene of the 
overcharge cases in which the jomt ownership of Caltex by Texas and 
Standard of California (Socal) was under scrutiny. Judge Murphy 
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characterized the purpose of forming this jointly owned company in 
these words: 


All Socal and Texas did, in effect, was to agree that it 
would be to their mutual advantage not to compete in cer- 
tain markets. 


While this subcommittee is acutely conscious of the need to limit 
imports which threaten to impair the national security, the method 
adopted by the President’s Cabinet Committee is unworkable and 
plays into the hands of the major importing companies. A voluntary 
agreement involving competing importers raises serious problems of 
legality under the antitrust laws. The recommendation to establish 
import quotas upon a historical base has many of the earmarks of a 
traditional foreign cartel. 

In the early part of August, several major importing companies 
instituted programs for pipeline proration in the United States which 
substantially reduced the purchases of crude from independent. pro- 
ducers. Declines in demand for crude oil will fall upon the domestic 
industry by the establishment of fixed quantitative import levels. 
Reductions in demand should be borne equally by domestic production 
and imports. It is incumbent upon the executive branch to insure 
that importers do not manipulate their integrated position to the 
detriment of independent producers and thus defeat defense objectives. 

Imports of crude oil into the United States have recently reached 
an alltime high. It is a well-known fact that oil from abroad, par- 
ticularly in the Middle East, is produced at much less cost than in 
the continental United States. Nevertheless, this cheaply produced 
imported crude sells at the same price as :igher cost domestic crude 
despite the fact that excessive imports have contributed to raising 
crude storage stocks to an alltime high for this season of the year. 
American consumers do not get the benefit of the cheaply produced 
foreign crude. Because of the desire to maintain the world cartel 
price for oil, American impor ting companies are selling their products 
at prices based on high-priced American crude and pocketing the re- 
sulting high profits. 

[t is not the intention of this subcommittee in submitting this report 
to seek punishment of any oil companies. Our purpose is to analyze 
the situation which has developed in order to determine what can be 
done to maintain free entry into any part of the industry without being 
subjected to regulation or control by any agency except that created 
under the Constitution, 

The subcommittee feels that the record made during the hearings 
and subsequent study fully supports the following conclusions and 
recommendations: 


CONCLUSIONS AND RECOMMENDATIONS 


The recommendation of the President’s Cabinet Committee to 
restrict oil imports through voluntary agreement raises serious ques- 
tions concerning the legality of such an agreement under the antitrust 
laws. It has definite anticompetitive implications and tends to preserve 
the market position of the international oil companies. A flat per- 
centage cutback imposed on the major importers, predicated upon a 
historical base period, perpetuates the market shares which the 
Department of Justic charged in its cartel suit against these importers 








4 PETROLEUM-—-ANTITRUST LAWS AND POLICIES 


were arrived at by illegal agreements for dividing up world markets. 
The Cabinet Committee’s program will discourage both new entry 
and growth of smaller importers because it requires the consent and 
cooperation of the dominant international oil companies who would 
have to share a part of their own quotas. In addition, major importers 
possessing high import quotas will be advantaged in negotiating with 
foreign governments for future concession rights to the deteriment of 
any new or recent importers. The voluntary agreement as recom- 
mended by the Cabinet Committee restricts only crude oil, and further 
benefits the integrated international oil companies which operate 
refining facilities abroad and which can readily shift their imports 
from crude oil to products. 

2. The creation of the plan of action setting up MEEC, with im- 
munity from the antitrust laws, was an improper delegation of essential 
governmental responsibility to a group of privately owned inter- 
national oil companies. These private oil companies, some of whom are 
defendants in pending Government antitrust and overcharge suits, 
were entrusted with administering a program in which their pecuniary 
interests conflicted with the objectives sought by the Government. 
In their zeal to turn over responsibility for the program to private 
industry, Government officials did not appear to have given sufficient 
consideration to an alternate program directly administered by the 
Government. 

3. The 1955 amendments to the Defense Production Act strictly 
confined future voluntary agreements among industrial competitors, 
in carrying out defense objectives, ‘“‘to equipment used primarily by 
or for the military.”’ Congress had deemed the existing voluntary 
agreement relating to foreign petroleum supply a nonmilitary agree- 
ment. The plan of action with its amendments, created under the 
existing agreement, exceeded the lawful scope of this agreement. 
This plan of action was a device to bypass the congressional intent to 
limit the use of such voluntary agreements. 

4. The United States has assumed responsibilities to its allies in 
Western Europe and the Middle East, as evidenced by NATO and 
the Middle East resolution. The Suez crisis called for positive 
Government action to insure equity toward both producing and con- 
suming countries, and to guarantee that the resulting dislocations did 
not place undue economic burdens on these countries. In conferring 
authority upon the international oil companies to carry out the 
MEEC program, the Government delegated responsibilities which 
vitally affected the foreign policy of the United States. The abdica- 
tion of the obligation to meet these responsibilities to private corpora- 
tions is inconsistent with the duty of the Executive under the Constitu- 
tion to formulate and administer the foreign policy of the United 
States. 

5. There was no clear showing that cooperative industry action 
requiring antitrust immunity was needed to deliver oil to Europe under 
the program while the Suez Canal was blocked. In view of substantial 
shipments by individual companies in November before activation of 
MEEC, and the normal market incentive of American oil companies 
to protect their investments in European refineries and to serve their 
European customers, there is reason to believe that shipments of 
individual companies would have approximately equaled total ship- 
ments made under the MEEC program. 
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6. In early 1956, when the Government first began formulatmg 
plans to meet a Middle East oil crisis, specific legislative authority 
should have been sought, thus obviating reliance upon a course of 
action of doubtful legality. 

7. The membership of MEEC was limited to certain major oil 
companies with foreign operations, thus ignoring the interests of inde- 
pendent producers, refiners, distributors, and consumers, all of whom 
were affected by the program. In addition, if Venezuelan residual 
oil destined for industrial use in the United States had been:diverted 
to Europe, some of the resulting shortage in this country could have 
been met or substantially alleviated by domestic coal. Nevertheless, 
the executive branch did not seek the participation of the coal industry 
in formulating its program to help Western Europe’s fuel shortage or 
even to obtain its views concerning the effects of the program. ‘The 
general public good cannot be served by delegating to one branch of 
an industry responsibility for a program affecting many different 
segments of the economy. 

8. The failure of MEEC companies to divert Venezuelan oil ship- 
ments from the United States to Western Europe demonstrates the 
inadequacy of the voluntary scheme for dealing with the oil crisis 
when it required action contrary to the economic interest of member 
companies. 

9. On May 8, 1956, the executive branch included three antitrust 
safeguards in the voluntary agreement relating to foreign petroleum 
supply, providing for (a) Government chairman, (6) full-time staff of 
Government employees, and (c) nondisclosure of individual company 
data to competitors. The executive branch proved that it gave only 
lip service to these antitrust safeguards when in August 1956 the plan 
of action creating MEEC was adopted and these safeguards were 
waived. 

10. In carrying out the allocation decision of OEEC, the private oil 
companies followed historical patterns of distribution which the 
Department of Justice in its cartel suit charged were illegal. 

i1. The European oil shortage stemming from the closure of the 
Suez Canal and the Iraq pipeline was mitigated through a combination 
of petroleum rationing, substantial pre-Suez inventories, joint MEEC-. 
OPEG activities, and an unusually mild winter. 

12. The record shows increases in first quarter 1957 profits of the 5 
principal companies on MEEC ranged from 13 to 32 percent over first 
quarter 1956 earnings, including profits made possible only because of 
immunities granted under MEEC schedules. 

13. It is recommended that the Attorney General should take im- 
mediate steps to withdraw his approval of the plan of action setting up 
MEEC.' The responsible Government agencies should amend the 
voluntary agreement relating to foreign petroleum supply by removing 
the section which authorizes plans of action. It is also recommended 
that the facts be laid before the Senate Banking and Currency Com- 
mittee. 

14. In the interests of national defense, those provisions of the 
voluntary agreement providing for the gathering of information should 

1 Pursuant to the reporting requirement of the Defense Production Act of 1950, as amended, the Attorney 
General reported on August 9, 1957, that he had been advised that the plan of action and the MEEC had 
been terminated on July 31, 1957. However, there is no recommendation in this report to delete from the 


voluntary agreement the section which authorizes plans of action. The interested Government agencies 


have reiterated their belief in the necessity for maintaining the emergency functions of preparing possible 
future plans of action. 
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be left intact. The responsible Government agencies should immedi- 
ately proceed to devise new methods for handling possible future oil 
emergencies through Government organization. If necessary, specific 
legislative authority should be 1 equested. 

15. Four American oil companies own the Arabian American Oil Co. 
(Aramco) which has a 100-percent monopoly of oil production in 
Saudi Arabia. The record disclesed that when this fabulously 
profitable concession was in need of additional capital, competitors 
were invited to participate rather than relying upon a public stock 
offering. These four concession-owning companies exclude American 
companies and all others from purchasing oil from Aramco, by agree- 
ments to divide Arameo’s production in proportion to their stock 
ownership. In addition, the pricing arrangements between Aramco 
and its four owners result in noncompetitive and monopolistic prices 
for Saudi Arabian oil. This joint ownership and distribution pattern, 
established for the purpose of avoiding competition by setting up 
monopolistic controls over the production and sale of Saudi Arabian 
oil, presents to the Government of the United States the question as 
to whether or not it is in the public interest to allow the European 
cartel system to dominate the oil industry. 

16. It is recommended that the Department of Justice undertake 
a complete study of the joint ownership, purchase, and operating 
agreements among Aramco and its four owners to determine whether 
they have resulted in unreasonably restraining the foreign commerce 
of the United States in violation of the antitrust laws. 

17. Testimony before the subcommittee disclosed that Aramco was 
instrumental in and gave its agreement to the issuance of a Saudi 
Arabian income-tax decree designed to divert income taxes from the 
United States to Saudi Arabia im lieu of increased royalty payments. 
As a result, the United States has received no revenue in the form of 
income taxes from this company on its foreign operations. It is 
recommended that appropriate congressional committees review the 
legality and the propriety of these arrangements to determine whether 
remedial measures or corrective legislation are necessary to prevent 
future similar devices to deprive the United States of its legitimate 
income taxes. 

18. The large international oil companies operate through numerous 
subsidiaries and affiliates,? many of which are created by charters 
issued by foreign governments. In addition, these companies also 
retain inactive corporate shells to be used as needed for special 
purposes. Contractual arrangements of private oil companies with 
foreign governments require congressional panes to determine 
whether private interests are being served at the expense of the 
publie good. It is recommended that Laralaiion be enacted to require 
all companies subject to the jurisdiction of the United States to register 
with an appropriate agency of the Government all contracts or 
agreements which, as defined in such law, have restrictive effects 
upon the foreign commerce of the United States, and charters of all 
subsidiaries and affiliates created under the laws of foreign govern- 
ments. 


2 Subsidiaries and affiliates of MEEC members are listed in hearings, p. 1537 and appendix, pp. 2709-2727. 

Unless otherwise noted, hearings refer to Ex ergency Oil Lift Program and Related Oil Problems, peat 
hearings before the Committee on the Judiciary and Committee on Interior and Insular Affairs, U. 
Senate, 1957, pts. land 2, hearings, pts. 3 and 4, appendix. 
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19. It is recommended that the 27%-percent depletion allowance 
granted petroleum producers be limited to production within the 
United States and its Territories.® 

20. Adjustment of imports pursuant to section 7 of the Trade 
Agreements Extension Act of 1955, through a voluntary program of 
doubtful legality, or through quantitative restrictions, may give the 
major companies with foreign oil holdings rigid market positions and 
monopoly profits on the oi they will be allowed to import. This 
raises the question as to whether an import duty would not be a 
preferable method of accomplishing the purposes of the act. In addi- 
tion, such a duty would contribute to the revenue of the United 
States.’ 

Allegations were made to this subcommittee that the Office of 
Defense Mobilization declined to grant certificates of essentiality to 
build an independent pipeline to the west coast because of impropér 
influence exerted by major west coast oil companies who are defend- 
ants in a pending antitrust suit. In view of these charges, the sub- 
committee asked the Oflice of Defense Mobilization and the Depart- 
ment of the Interior to furnish information bearing upon the refusal 
to grant the certificate of essentiality. There is apparently a complete 
lack of coordination between ODM and its advisory agencies as to 
procedures and criteria utilized in the issuance of certificates of, 
essentiality for the oil industry. It is recommended that the appro- 
priate committees of the Congress review the granting of certificates 
of essentiality to determine whether the intention of Congress under 
the Defense Production Act is beimg carried out. The exclusion of, 
district V from any import restriction in the Cabinet Committee’s, 
recent recommendations is a recognition that the west coast is a-deficit 
oil area and would justify the Office of Defense Mobilization’s re- 
appraisal of the need for a pipeline from the surplus producing areas 
of ‘Texas to the west coast. 

22. In view of the charges of discrimination made before this sub- 
committee, and in view of the power possessed by major integrated 
oil companies through ownership of more-than 90 pereent of pipeline 
capacity in the United States, it is recommended that the Depart- 
ment of Justice initiate an immediate investigation along the following 
lines: 

(a) Monopolization of common-carrier pipeline transportation, 

ine a extent of interest in trucking companies. 

(6) Use of controlled pipelines to deny independent producers 

a competitive market for crude oil. 

(ec) Use of controlled pipelines to restrict sources of oil to 

independent refineries. 

(d) Crude oil price discrimination against producers. 

(e) Pipeline proration. 

23. Historical review of involvement of the oil industry with pro- 
grams and objectives of the Government discloses that the industry has 
consistently been the beneficiary of preferential treatment, especially 
with respect to receiving various types of immunity from au. titrust 
prosecution. Opinions by the Attorney General have in fact con- 

* Senator Estes Kefauver, chairtran, who joins im this report of the subcommittee, desires to note that he 
has reservations as to recon. n endation No. 19, and that with reference to No. 20, he has coubts that an im- 


port duty would be a preferable n ethod of accomplishing the purposes of the act as suggested in the last 
two sentences of this recommendation 
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ferred antitrust immunity upon companies in the oil industry urider 
procedures of doubtful legality since no express statutory authority 
existed for such grants. i 

24. The Congress should undertake a comprehensive study of all 
grants of antitrust immunity by the Attorney General in the form of 
opinions or so-called ‘green light” letters for the purpose of deter- 
mining whether immunities from the antitrust law should be granted 
only through express legislative authorization. 

25. Pending such study, the Attorney General should not grant 
antitrust immunity in any form where joint action by oil companies 
is involved, particularly relating to the proposed international oil 
pipeline in the Middle East and any program for voluntary restriction 
of oil imports. 

26. The use of oil-industry personnel on a voluntary basis or as 
advisory committees formulating governmental policy and determi- 
nation has characterized the operations of the executive branch over 
a long period of years. It is recommended that legislation be enacted 
to require that all advisory committees, voluntary agreements, and 
joint-action groups should be under the chairmanship, administration, 
and supervision of full-time salaried Government employees. 

27. Crude price increases in January 1957 triggered petroleum- 
product price increases resulting in an estimated annual cost to con- 
sumers in excess of $1 billion and $84 million to the United States 
Defense Department. These price increases were more proi.table to 
the majors than to the domestic producers because costs of foreign pro- 
duction had not increased in the same proportion as the costs of inde- 
pendent domestic producers. The latter have little control over price 
or production and must usually go along with the prices established 
by the integrated companies. ‘The power to control the market, there- 
fore, lies largely with the major integrated companies, and this is not 
substantially affected by cost changes affecting the entire industry. 

28. The major integrated oil companies entrusted with administer- 
ing the Government objectives of the MEEC program used the Suez 
crisis as a pretext to increase crude-oil prices. This inerease brought 
forth no additional domestic crude oil for shipment to Europe. 

29. The record disclosed that while the executive branch elected to 
delegate responsibility for this program to the private oil companies, 
it indicated little concern and made no appreciable effort to utilize 
the influence of the executive branch to curb price increases. 

30. There is a competitive market for industrial fuels in which oil 
and coal compete. During the course of the hearings the coal in- 
dustry submitted a statement, and evidence in support thereof, charg- 
ing that importers of residual oil pursued a deliberate pricing policy 
designed to harm the coal industry. In view of such charges, it is 
recommended that the Department of Justice, during the course of 
the pending grand jury investigation at Alexandria, Va., determine 
whether importers of residual oil have in fact engaged in pricing 
practices in violation of the antitrust laws. 

31. In view of the failure of the executive branch to deal suecessfully 
with the pressing problem of imports, the inadequacy of a coordinated 
transportation policy for both pipelines and tankers, the dei.cit im 
production of crude oil on the west coast, and the anticompetitive 
results of recent oil industry programs, it is recommended that an 
appropriate committee of the Congress study and propose a national 
policy for oil for the consideration of the Congress. 





APPENDIX To SUBCOMMITTEE REPORT 


On June 12, 1957, the Subcommittee on Antitrust and Monopoly 
met at a public hearing to receive reports of staff members prepara- 
tory to issuing its report. Senator O’Mahoney, who presided at the 
oil hearings, announced that the staff would present to the subcom- 
mittee members an analysis of the testimony presented at the oil 
hearings and the facts and data submitted by the oil companies in 
response to subcommittee subpena. In addition to studying the oil- 
lift program and the price increase of January 3, 1957, the staff was 
instructed to study those other problems in the oil industry having 
antitrust implications. The statements presented to the sube ommit- 
tee by staff members at this session are printed in full together with 
footnotes. 
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STATEMENT OF DONALD P. McHUGH, COUNSEL 
INTRODUCTION AND BACKGROUND 


Mr. Chairman, as previously stated by you, the purpose of this 
public hearing is to enable the staff of the Antitrust and Monopoly 
Subcommittee to review for the members of the subcommittee the 
salient features of the recent hearing involving the oil industry and 
to present the results of additional staff study. Based upon these 
hearings and supplemental study, the staff will suggest certain find- 
ings which we believe are appropriate and fully supported by the 
record, 

The attention of this subcommittee was directed at antitrust 
problems in the oil industry immediately following the stoppage of 
the Suez Canal and the |. P. C. pipeline. The resulting oil shortage 
brought into being the Middle East Emergency Committee, a combina- 
tion of 15 private American oil companies engaged in foreign opera- 
tions, for the purpose of transporting oil to Western Europe. In 
carrying out this emergency oil lift program, certain cooperative 
industry activity was authorized in order to enable the member 
companies to direct oil to the shortage areas in the most expeditious 
manner. Under section 708 of the Defense Production Act, immunity 
from the antitrust laws was given to such joint activity. 

Considerable apprehension was immediately expressed by this sub- 
committee at permitting the prince ipal competitors in one of our most 
vital national industries to engage in activities outside the strictures of 
the antitrust laws. The composition of this Middle East Emergency 
Committee was likewise questioned to determine whether it was 
representative of all groups primarily affected by the program. In 
addition, grave concern was felt at delegating responsibility for a 
program vitally affecting the foreign policy of this Government to a 
group of private international oil companies, five of whom were de- 
fendants in a pending antitrust suit brought by the United States 
charging a worldwide cartel in the production, refining, and distribu- 
tion of petroleum and petroleum products.' Furthermore, three other 
cases were pending against members of MEEC alleging overcharges 
in the sale of oil to the United States under a pricing ‘formula diree tly 
related to, or rising out of the alleged illegal pricing system charged in 
the cartel suit.? 

While the subcommittee was obtaining preliminary information 
concerning the emergency oil lift program, the Humble Oil & Refining 
Co. announced a price increase averaging 35 cents a barrel for crude 
oil, which immediately sparked a chain reaction of increased prices in 
the entire petroleum industry.’ The subcommittee thereupon ex- 
! U. S. v. Standard Oil Co. (New Jersey). Comlaint filed Avril 21, 1953, in District of Columbia (Civil 
Action No. 1779-53) transferred to southera district of New York Jue &, 1953 (Civil Action No. 86-27). 
Answer filed September 1, 1953. Pending on motions for discovery. See apnendix pp. 1593 et seq. 

? Three overcharge cases filed in southern district of New York in August 1952. U.S. v, Standard Oil Co. 
(New Jersey) and Fsso Export Corp. (Civil Action No. 78-154); U. S. v. Socony Vacuum Oil Co., Inc. and 
Socony Vacuum Overseas Supply Co. (Civil Action No. 78-153) U. S. v. Standard Oil Co. of California, The 
Teras Company, Bahrein Petroleum Co. Ltd., California-Teras Co., Lid., Calter Oceanic, Ltd. and Mid-East 


Crude Sales Co. (Civil Action No. 78-149). Amended complaints in appeadix, pp. 1665-1698, 
* Humble press release, January 3, 1957, hearings, p. 764. Baker statement, hearings, p. 776, 


10 





PETROLEUM—ANTITRUST LAWS AND POLICIES 11 


pended its inquiry to include all espects of this price increase including 
an analysis of the competitive structure of the oil industry. As the 
hearings progressed, the attention of the subcommittee was called to 
other significant problems in this exceedingly diverse industry. 
Documents obteined under subpena,> voluntary responses to staff 
inquiries,® and questioning of witnesses brought to light matters 
which the subcommittee sought to explore further. Among the prob- 
lems considered were (1) the effect of imports upon development of the 
domestic oil industry; (2) control of mejor oil compenies over trams- 
portation of petroleum and petroleum products, particulerly pipelines; 
(3) attempts to construct an independent pipeline to the west coast; 
(4) depletion allowance of major oil companies grented for their 
foreign operations; (5) competitive implications of joint ownership in 
the oi] industry; (6) Aramco arrengements for profit sherinz with 
Saudi Arabia resulting in payment of no American incorre tax; (7) 
(7) oligopoly pricing pattern for crude oil and price leadership in sele 
of products; (8) advantages of major integrated companies over 
independent producers and refiners. Time did not permit ® com- 
prehensive analysis of these important but ancillarv problems and no 
definitive findings were attempted. However, when the hearings dis- 
closed information on aspects of these problems which the subecom- 
mittee felt had an immediate effect upon the public interest, the staff 
gave special consideration to such matters. These will be discussed 
separately. 
STAFF ASSIGNMENTS 


To understand fully the dangers attendant upon turning over to a 
group of private oil companies, with antitrust immunity, a joint 
program for administering responsibilities vitally affectmg this Gov- 
ernment, a brief history of oil company involvement in similar pro- 
grams in the past is necessary. I shall sketch this record for the 
subcommittee pointing out the preferential position enjoyed by the 
oil industry over the years. The repeated ability of the oil industry 
to obtain antitrust immunity and other government preferences for 
humerous projects over the years has contributed to the dominant 
position of the majors and has accentuated dangerous noncompetitive 
trends in the industry. I should like also to pomt out certaim conse- 
quences of the MEEC operation which are at variance with our 
competitive goals. The Congress must decide whether it is desirable 
or necessary to pay the price resulting from permissive noncompetitive 
behavior in the interests of certain other national policies. It should 
carefully consider whether these other objectives of national policy 
which are deemed of paramount importance at the time could not be 
achieved in ways which do not threaten the competitive structure of 
our economy. I propose also to analyze the record of this subcom- 
mittee concerning the charges of pipeline monopolization by the 
major integrated oil companies and suggest possible courses of action. 

Mr. Paul Banner, staff economist, will analyze the membership 
of MEEC, how selected, and whether it was properly representative. 

4Such subjects as: Imports by Russell Brown, taxation by Aramco witnesses, depletion by Aramco 
witnesses, pipelines by Delaney, Schultz and Clark, foreign policy by Government witnesses. 

’ Subpenas duces tecum were served on 16 companies for delivery to committee on February 15, 1947, all 
documents relating to MEEC and crude and products price increases. 


6 Letters went out to 17 companies on various dates requesting corporate data, production, runs to stills; 
imports, exports and other statistics along with shipments to Europe under MEEC auspices, 


to 
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Included will be a description of the interrelationship of members 
in jointly owned companies and some of the antitrust consequences 
resulting therefrom. The financial position of the member companies 
will be explained with particular emphasis upon the profits made 
during and as a result of the oil lift program. He will also review the 
record of actual performance of MEEC companies and will consider 
how Europe was affected, whether joint action was necessary to aid 
our Western allies, and the manner in which Congress was kept 
informed. Mr. Banner will also address himself to the sensitive 
problem of imports generally, with special emphasis on Venezuelan 
imports during the oil lift operation. Finally, he will summarize the 
record concerning the efforts of the West Coast Pipeline Co. to build 
an independent pipeline to the west coast. 

Mr. Louis Rosenman, attorney, will present the detailed story of 
the formation of the Middle East Emergency Committee, pointing 
out the doubtful legal authority for this plan, and the failure to 
require strict antitrust safeguards for the plan of action. He will 
consider whether sufficient attention was given to alternative meth- 
ods involving no conflict of interest and no antitrust immunity. He 
‘will discuss needed restrictions upon procedures and personnel of 
future advisory groups. Finally, he will suggest appropriate action 
to this subcommittee for the discontinuance of the present plan of 
action under which MEEC acts, including its authority for existence, 
while retaining other features of the voluntary agreement. 

Mr. Gareth Neville, assistant counsel, will analyze the antitrust 
implications of joint ownership by four American companies of 
Aramco in Saudi Arabia and will describe the manner in which Aramco 
has modified its concession agreement with Saudi Arabia following 
the Government’s new income tax decree so as to deny the United 
States any income tax. The subcommittee has questioned the need 
for depletion allowances on foreign oil operations of major integrated 
oil companies and this problem will be considered by Mr. Neveille 
together with a legislative proposal for requiring the registration of 
specified kinds of foreign contracts with appropriate agencies of the 
United States. Finally, the reasons for the price increase instituted 
at the height of the oil lift program will be considered and the effect 
noted upon the economy. This will involve a brief analysis of the 

ricing structure of the industry indicating power in a few dominant 

uyers to set crude prices and the absence of active price competition 
in the sale of petroleum products. The failure of the executive branch 
to exercise its influence to forestall the price increase when its im- 
minence was apparent will be described. 


EFFORTS TO OBTAIN SPECIAL TREATMENT 


Over the years the oil industry has been diligent in its efforts to 
obtain approval for plans which would shield it from the full impact of 
competition. It has been far more successful than any other industry 
in persuading the Government that its peculiar position required a 
preferred status. Its efforts were not always successful, but a partial 
measure of its success is seen in the numerous grants of antitrust im- 
munity obtained either pursuant to express statutory grant or through 
an informal approval procedure by the Attorney General.’ The oil 

7 Informal clearances for Iranian Consortium, World War IT, first 2 years, National Petroleum Council. 


Statutory clearances for FPSC, MEEC, Iranian shortage, World War II, last 3 years, Anti-Inflation Act 
of 1948, 
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industry has not lacked its vigorous and active champions in high 
positions in Government who frequently managed to make their views 
prevail that oil was inseparably linked with our national defense and 
with the foreign policy of the United States and thus entitled to 
preferential treatment.’ In particular, the oil industry has been suc- 
cessful in the State Department in shaping policies which redounded 
to its benefit.’ The farflung oil empire with its own foreign policy 
has been eminently successful in persuading State that its objectives 
were so identified with those of the United States as to justify frequent 
digressions from prevailing competitive requirements, In the Oil and 
Gas Division of the Department of the Interior where much of 
Government’s oil poliey is laid, the industry finds a sympathetic ear 
and obtains influential support. The various defense agencies have 
been equally receptive to the industry’s pleas."! Asa result, oil has 
become a kind of sacred white cow in American industry. 

As early as 1928, the American Petroleum Institute (the principal 
oil industry trade association) devised a plan by which domestic oil 
producers and state oil conservation authorities would limit oil pro- 
duction in 1929 to the amount produced in 1928.% The plan was 
prompted by the call of the Federal Oil Conservation Board to elim- 
inate the great physical waste of our natural resources."* The API 
proposed that the Board act as a Government agency to sponsor the 
program. After failing to obtain approval from the Attorney Gen- 
eral, the plan was abandoned.“ 

The American Petroleum Institute formulated a code of fair com- 
petition for the oil industry under the National Industrial Recovery 
Act.® Unlike all other code authorities which were supervised by the 
National Recovery Administration, the API code was under the 
Petroleum Administration Board, a branch of the Department of the 
Interior.'° This code authority operated and controlled the entire 
industry through representatives of the private oil industry with anti- 
trust immunity.’ Subsequent proceedings before the NRA Review 
Board disclosed that industry committees enforced code provisions 
by putting independent competition through a “trial” and enforcing 
industry committee orders by boycotting and blacklisting.’* In two 
major antitrust cases charging 28 oil companies and 56 officials with 
conspiracy to raise and fix tank car prices of gasoline, tried in Madison, 
Wis., in 1937, oil company defendants pleaded NRA immunity for 
certain pricing practices.'° The court rejected the contention. Sub- 

® Letters of Chapman, ete.,.re National Petroleum Council. Details in footnotes 10 and 32. 
_? Letter, Dulles to Celler, July 13 and August 16, 1955. Ourrent Antitrust Problems, pt. II, pp. 1556-1559, 
it dectélary of Interior Oscar L. Chapman to Attorney General McGrath, January 29, 1951. WOCs, 


pt. IV, pp. 2321-2324. Chapman to Peyton Ford, April 13, 1951, pt. 1V, pp. 2327-2330; Chapman to At- 
torney General, January 10, 1952, pt. [V, pp. 2338-2339. 

1! All advice as to military oil matters by Military Petroleum Advisory Board, hearings, p. 1569. 

12 Federal Trade Commission report, International Oil Cartel, p. 210, et seq. 

18 WOOs, vol. ITI, p. 2221. 

4 Letter, Attorney General Mitchell to Secretary of Commerce Ray Lyman Wilbur, March 29, 1929, 
sayi g that Board lacked legislative authority to take any action or approve plans and was not entitled to 
an opinion as to validity of agreement under the antitrust laws. Justice was investigating plan as to possible 
antitrvst violation. 

15 NRA Code adopted in Chicago, June 15, 1933, by representatives of API. Rebirth of Monopoly, 
pp. 139, 236. Oil: Stabilization or Conservation, p. 46. 

1} Executive O der of August 28, 1933, designating Secretary of Interior as the Administrator of the code. 
Oil: Stabilization or Conservation, p. 73. 

17 48 Stat. 195, sec. 5, NIRA. 

18 \ RA Review Board, 2d report of 1934, pp. 62-87. 

1” U. S. v. Standard Oil Co. (indiana) et al., Criminal Action No. 11365 and U. S. v. Socony Vacuum Oil 
Co., Criminal Action No. 11364. 
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sequent convictions by a jury were upheld by the United States Su- 
preme Court.” 310 U.S. 150 (1940). 

Between 1936 and 1940 an oil industry committee attempted to 
have the Federal Trade Commission adopt a trade practice conference 
to legalize many of the trade practices engaged in during the NRA. 
After intervention by the Department of Justice, the FTC refused its 
approval. Mr. Charies E. Arnott, the chairman of the committee 
sponsoring the conference, was described by Justice Douglas in his 
opinion in the Socony Vacuum case as being the “ringleader” of the 
price-fixing conspiracies. 


GRANTS OF ANTITRUST IMMUNITY—-BY LAW AND INFORMAL OPINION 


In 1941 the President set up the Petroleum Administration for 
National Defense (later the Petroleum Administration for War) under 
Ralph K. Davies, executive vice president of Standard Oil Company 
of California, to formulate and administer Government oil policy 
during the period of unlimited emergency.” The industry formed 
the Petroleum Industry War Council ‘with 96 members to guide the 
PAW on policy matters.* In addition, 83 committees were formed 
to formulate cooperative plans called directives and recommendations 
to carry out the wartime objectives of the Government.™ They 
refused to function unless granted antitrust immunity. At first the 
immunity was granted by a loose policy arrangement between Hon. 
John Lord O’ Brian, General Counsel for OPM (later War Production 
Board) and the Attorney General.” Later such immunity was granted 
by certificates issued by the War Production Board under sec. 12 
of the Small Business Mobilization Act, after prior consultation with 
the Department of Justice* During the war 81 certificates of 
mmunity were granted to the petroleum industry, one over the 
protest of the Attorney General2’ Subsequent congressional inquiry 
disclosed that practically all members of the Petroleum Industry War 
Council were either directors or executive committee members of the 
American Petroleum Institute and that 36 of the members bad been 
fined for antitrust violations.” 

After the termination of the wartime petroleum organization, the 
Secretary of the Interior caused the formation of the National 
Petroleum Council, in 1946, consisting of 85 oil company executives.” 
At that time the Attorney General advised the Secretary that about 
half of the council members represented companies which had been 
prosecuted under the antitrust laws and 13 of the individual members 
had. been convicted or fined for antitrust violation.” The council 
was unwilling to act without antitrust immunity, and there existed 
no statutory authority for granting such immunity. Therefore, an 
informal arrangement through an exchange of letters, was entered 

U.S. v. Soeony Vacuum Oil Co., Inc., et al. (appeal of No. 11365), 310 U. 8. 150. 

2} WOC’s, pt. LIL, p. 2221. 

2% History of PAW, pp. 374-382. 

* History of PAW, pp. 327-349. 

* Flistory of PAW (list of committees) pn. 327-349 

% Letter, Robert H. Jackson to John Lord O’ Brian, April 29, 1941, History of PAW, p. 383. Also letter, 
Attorney General Biddle to Secretary Ickes, June 18, 1941. History of PAW, pp. 382-383. 

* Prblie Law 603, Small Business Mobilization Act, see. 12. 

2? History of PAW, pp. 402-406, 

* Senate Agriculture Committee, 8. Rent. 224, June 19, 1943. Hones Naval Affairs Comni/tee Rept 
No. 142, October 5, 1944, pp. 1076-1077. House Judiciary Connittee, Curreat Antitrust Proble na, pt. IL, 
p. 2224; Senate S nall Business Com nittee, 8. Doc. 6, 7¥th Cow a wary 23, 1945, po. 199-170. 

* Complete documented history, WOC'’s, pt. IV, pp. 2267-22x9. 


” Letters: Attorney General Clark to Secretary of Interior Krug, June 6, 12, and 17, 1946, WOC’s pt, TV, 
Pp. 2277-2254 
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into between the Secretary of the Interior and the Attorney General 
which approved advisory activities carried out in certain prescribed 
ways.*' The council operates under this same program today. 
Efforts of the Department of Justice in 1951 and 1952 to require a 
Government chairman for the council were unsuccessful. This 
approval in effect insulates the council from antitrust prosecution. 
The subcommittee’s attention was called to a meeting of the National 
Petroleum Council at which a major oil company president opposed 
the construction of an east coast pipeline and spoke openly of the 
need for maintaining the industry’s price structure.® 

In 1948 the National Petroleum Council submitted a 20-poimt pro- 
gram under authortiy of the Anti-inflation Act which provided for 
voluntary industrywide agreements for allocation of scarce materials 
and facilities. This plan was objected to by the Attorney General 
on the ground it would have eliminated all competition from the mar- 
keting branch of the petroluem industry.” After requiring public 
hearings, the Attorney General obtained certain changes in the plan 
and then granted antitrust immunity. The plan operated for ap- 
proximately a year until statutory authority expired.” Numerous 
complaints were received concerning the discriminatory and monop- 
olistic manner in which the plan operated. ” 

The background for granting antitrust immunity under section 708 
of the Defense Production Act which culminated in the creation of 
MEEC will be discussed by Mr. Rosenman. At this point it is suffi- 
cient to note that plan of action No. 1 under this act was formulated 
under a voluntary oil agreement with antitrust immunity.” Twenty- 
seven schedules were adopted concerning 94 separate transactions by 
which oil was diverted to shortage areas.“ Plan of action No. 1 was 
canceled in 1952 when the Attorney General withdrew his approval.* 

But grants of antitrust immunity for oil industry operations con- 
tinued where no statutory authority existed. A notable example was 
in the formation of the Iranian consortium.” Through two informal 
opinions of the Attorney General, the authority for whieh was ques- 
tionable, an immunity in fact was granted.“ Following the seizure 
of Anglo-Iranian Oil Co. properties in Iran, the Secretary of State 
was instructed to investigate the possibilities of one or more United 
States oil companies acting in cooperation with Anglo-Iranian to pur- 
chase and market Iranian oil.“ In September 1954 the final agree- 
ment between the Government of Lran and the consortium was made 
and, at the same time, the participating oil companies entered into 
14 agreements.” These agreements have never been made public as 

3t Letter Attorney General Clark to Seeretary Krug of May 27, 1946, and interpretations of July 2 and 
September 11, 1946. WOC’s pp. 2272-2273 and 2301-2302. 

82 Series of letters, WOC’s, pt. LV, pp. 2320-2342. 

33 National Petroleum Council meeting, September 29, 1953. Excerpt set out in hearings on p. 1571. In 
full in WOC’s, pt. IV, pp. 2636-2647. 

4% Public Law 395 (61 Stat. 945), Anti-inflation Act implemented by Executive Order No. 9910 dated 
January 3, 1948. National Petroleum Council submitted program Janu: ary 22, 1948. See WOOC’s, pt. IV, 
pp. 2404-2494, 

3 WOC’s, pt. III, p. 2223. 

% Letter August 9, 1948, from Attorney General to Secretary of the Interior, WOC’s, pt. IV, pp. 2485-2488 

7 61 Stat. 945, see. 2 (d) terminating all plans on Feburary 28, 1949. 

% WOC’s, pt. III, pp. 2223 and 2225. 

%* Report of Attorney General under see. 708 (e) of DP A of 1959, pp. 36-46. 

# Letter, Victor Hansen to Senator O’Mahoney dated March 25, 1957, and attachments. Ilearings, 
pp. 654-656. 

4! Report of Attorney General under DPA, pp. 42-44. 

# Current Antitrust Problems, pt. II, p. 701. 

® Idem., p. 1551. 

“Tdem., p. 701. 


45 Letters, Seeretary Dulles to Congressman Celler dated July 13 and August 16, 1955—Current Antitrust 
Problems, pt. LI, pp. 1556-1559 and 1562. 
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the Secretary of State did not believe it would be in the interests of 
the United States to divulge their contents.** Anglo-lranian acquired 
a 40-percent interest, 5 major American oil companies 40 percent, 
Dutch Shell 14 percent, and French interests 6 percent.” Nine inde- 
pendent American companies later acquired a 5-percent interest from 
the original American participants.” 

On January 21, 1954, at the request of the National Security 
Council, the Attorney General rendered an opinion which stated that 
the proposed plan of the American companies to join British and 
French interests in reentering Iran did not constitute a violation of 
American antitrust laws, nor create a violation of antitrust laws not 
already existing.” In the second nonviolation opinion on September 
15, 1954, the Attorney General pointed out that this opinion did not 
extend to any other agreement; did not extend to marketing, distribu- 
tion, further manufacture or transportation of any pe ‘troleum prod 
ucts, and the United States reserved all its rights to continue t 
prosecute the so-called oil cartel case, civil action No. 8627. 


RECORD OF ANTITRUST VIOLATIONS BY OIL COMPANITBS 


The numerous statutory grants of antitrust immunity to the oil 
industry and the loose type of ‘green light letter” immunity through 
informal opinions of the Attorney General, whatever their national 
defense justification, have dangerous competitive implications, par- 
ticularly in view of the record of antitrust law violations by oil com- 
panies. In 1911 the Supreme Court approved the dissolution of the 
famous Standard Oil trust charged with monopolization of 95 percent 
of the oil business of the United States.*! Subsequent reports by the 
Federal Trade Commission, congressional committees, and even 
foreign investigating commissions criticized the noncompetitive struc- 
ture of the industry.” These studies aan the cartel character 
of international oil operations and the use of a worldwide pric ing 
formula which denied consumers the benefit of active competition.” 
Civil actions are now pending against Standard Oil Company of New 
Jersey, Standard Oil Company of California, the Texas Co., Socony 
Vacuum Oil Co. and six of their subsidiary or jointly owned com- 
panies, seeking judgments for a total of $226,394,000 for alleged 
overcharges in sales to the Government under Marshall plan opera- 
tions. These alleged overcharges were made in accordance with the 
pricing formula which the Government in its cartel suit charged to be 
legal. 

# Both letters noted above contain the refusal to make agreements public in addition to describing the 
whole consortium setup. Stanley N. Barnes also testified that the agreements were classified and he 
could not produce them. 

47 Dulles and Celler letters, see note 45. 

4 Thid. 

4 Letter of January 21, 1954, Brownell to President, Current Antitrust Problems, pt. IT, p. 1559. 

§ Letter of September 15, 1954, Browne ll to President, Current Antitrust Problems, pt. LI, pp, 1560-1561. 

51 U.S. v. Standard Oil Co., 221 U. 8.1 (May 15, 1911), Commissioner of Corporations, Po sition of Standard 
Oil Co. in Petroleum Industry, ch. LI (1907). 

82 (a2) Federal Trade Commission, Foreign Ownership in the Petroleum Industry (1923). (6) Special 
Senate Committee Investigating the National Defense Program, March 1942, synthetic rubber, etc. 
(c) Senate Select Committee Investigating Patents, April 1943. (d) Joint hearings of Senate Judiciary 
Committee and Special Petroleum Resources Committee, Foreign Contracts Act, May 1945, 79th Cong., 
Ist sess. (¢) Special Senate Committee Investigating Petroleum Resources, American Petroleum Interests 
In Foreign Countries, June 1945. Also S. Rept. 9, 89th Cong., p. 47. (f) Report of Swedish Oil Investi- 
gating Commission, 1946-47, Chapter XII: Cartels (translation by State Department). (g) Special Senate 
Committee Investigating National Defense, Part 41: Petroleum Agreement with Saudi Arabia, 1947 and 
1948, 8)th Cong. Also 8. Rept. 440, pt. 5, April 1948. (h) The Third World Petroleum Congress, 
December 1951, by Small Business Committees of both House and Senate. (i) International Petroleum 
Cartel by Federal Trade Commission staff, published by Senate Small Business Committee, August 22, 
1952. 


8 Especially FTC cartel report and report on the Third World Petroleum Congress by Senate Small 
Business Committee. 
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In August 1952, a report prepared by the Federal Trade Commis- 
sion was submitted to the Senate Small Business Committee contain- 
ing a résumé of international oil operations from 1928 to 1948.% 
This report describes arrangements which the five principal American 
companies had entered into with the Shell group and Anglo-Lranian 
Oil Co. to control the imports and exports of the United States, to 
control domestic crude production, and to conduct the petroleum 
business of the world in accordance with plans for joint ownership of 
reserves and production, and allocation of markets. 

A grand jury investigation of the international oil industry insti- 
tuted in the District of Columbia by the Department of Justice ® was 
discontinued in 1953, and on April 21 of that year, a civil complaint 
: as filed *° against Standard Oil of si Jersey, Socony Vacuum Oil 

, Ine. (now Socony Mobil Oil Co.), Standard Oil Company of Cal- 
Shara: the Texas Co., and Gulf Ol Corp., charging an unlawful 
combination and conspiracy to restrain interstate and foreign com- 
merce of the United States in petroleum and petroleum products, to 
fix market prices of both foreign and domestic petroleum and prod- 
ucts, and to monopolize trade and commerce in petroleum and prod- 
ucts between the United States and foreign nations.” This complaint 
charges a number of contracts, agreements, and understandings cov- 
ering about 16 different types of restraints, beginning with the famous 
“As Is” or Achnacarry Agreement of 1928 and the “Red Line” 
Agreement of the same year, providing for worldwide division of oil 
production and marketing.® 

According to this complaint the defendants and their cartel partners, 
in order to perfect the control of world reserves and markets, deter- 
mined that joint ownership of companies organized to produce, 
refine and/or market crude oil or petroleum products was a successful 
method of eliminating competition between the owners and, at the 
same time, enabled them to effectively exclude competition from oil 
companies who were not partners to the “As Is” arrangements.” In 
many instances the participation and ownership of these jointly 
owned companies were identical with percentages of marketing quotas 
under the “As Is” agreements. Each of the joint owners was charged 
with agreeing not to directly engage in operations in the area covered 
by the jointly owned company. At this point it is worth noting that 
the pattern of joint ownership applies to a considerable portion of the 
operations of the major oi! companies in the United States, which will 
be discussed in some detail in describing the organization of MEEC.® 
In no other industry has the pattern of joint ownership and operation 
been practiced so extensively. It bespeaks the influence of the cartel 
pattern of behavior upon competition in the oil industry. 

Apart from pending antitrust litigation, a review of cases filed 
against oil companies under the antitrust and kindred laws discloses 
that of the 42 actions instituted since the passage of the Sherman Act 
in 1890, 19 of such cases involved oil companies who are members of 
MEEC. A tabulation of these cases is attached.” 

4 FTC Report, International Petroleum Cartel. 

55 Investigation of World Arrangements with Relation to Petroleum. District of Columbia, Misc. 
Docket 19-52. Subpenas duces tecum issued August 1, 1952. See 13 FRD 280 and 290. 

% U. S. v. Standard Oil Co. (N. J.), see footnote 1. See also testimony of Victor R. Hansen, hearings, 
pp. 655 and 722. 

5? Idem, par. 8, appendix, p. 1594. 

58 Idem, par. 9, appendix, p. 1595. 

59 Tdem, par. 10, appendix, p. 1599. 


60 Banner statement. 
61 Analysis of cases in Antitrust Blue Book by staff consultant. 
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The trend in operations in the domestic petroleum industry from 
a free competitive status to a series of planned, cooperative or joint 
programs of a cartelized nature is alarming. The various grants of 
antitrust immunity facilitate this departure from traditional principles 
of free competition. The first real threat to competitive free enterprise 
in the American petroleum industry was hatched in Achnacarry Castle 
in the summer of 1928 when Walter C. Teagle, president of Standard 
Oil of New Jersey, Sir John Cadman, head of Anglo-Persian Oil Co., 
and Sir Henri Deterding, managing director of Royal Dutch Shell, 
formulated the “as is’ ’agreement.® At about the same time, efforts 
were being exerted in the United States through the American Pe- 
troleum Institute to obtain agreements to hold production to the 1928 
level so there would be no surplus production for export in competition 
with the cartel in the rest of the world. The watchful eye of the 
Attorney General prevented this arrangement from being adopted.” 
For a period of time, the oil industry availed itself of devices to control 
prices and production of oil for export from the United States. Two 
export trade associations were formed under the Webb-Pomerene 
Act, known as the Standard Oil Export Co. and Export Petroleum 
Association, Inc.™ Under the direction of Jersey Standard, quotas 
and prices of most American refiners for petroleum products sold 
abroad were fixed, and the export market positions of such refiners 
were maintained on the basis of an agreed upon position in the world 
market. The Federal Trade Commission called attention to the fact 
that such arrangements were of doubtful legality and, as a result 
thereof, the Export. Association was disbanded in June 1936. 

The experience gained through the operation of the NRA Petroleum 
Code contributed to the development of business patterns in deroga- 
tion of strict antitrust principles. Wartime Government programs 
hastened this tendency in the oil industry. During World War II, 
under the Petroleum Administration for War, directives were pro- 
mulgated in which distribution of available supplies was made on the 
basis of historical sales posilions of each company by area and State 
during the base year 1941." The Office of Price Administration issued 
a series of regulations: which in substance recognized “the market 
leader pricing system’’ for the sele of petroleum products.* The 
historical market leaders in each State and Territory were known as 
the “‘reference marketers’”’ and all distributors were required to charge 
the prices of the reference marketers unless on a given reference day 
they had sold for less than the price of the reference marketer. Be- 
tween 1941 and 1945 the Petroleum Administration for War organized 
a number of committees for the purpose of distributing petroleum 
products in allied countries outside the United States.“ The Central 
Committee of the Foreign Operations Committee consisted of 14 
members, including two British nominees to re present Anglo-Lranian 
and the Shell interests. Twelve major American companies engaged 
in foreign operations were represented. Membership on various 
operating committees included the same individuals of the various 

® International Oil Cartel, p. 199. 

68 Idem, pp. 211-212. 

6 Letter, Attorney General Mitchell to Secretary of Commerce Wilbur, March 29, 1929. 
65 Hearings on Foreign Contracts Act, Senate Judiciary Committee, 79th Cong., pp. 93-06. 
® Foreign Contracts Act hearing, p. 94. 

* Directive 59 of PAW. History of PAW, pp. 113, 114, 130. 


® OPA price order of October 1, 1943. 
® History of PAW, pp. 65, 66, 254, 256. 
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companies who had taken an active part in the “As Is” arrangement. 
In practice the principles of the “As Is” agreement were recognized 
in the schedules of distribution and allocation schedules which were 
worked out for every country in the world. Many of these non- 
competitive, market-sharing arrangements were clothed with anti- 
trust immunity.” Certificate No. 150 of the War Production Board 
conveying immunity was not revoked until September 1, 1945.” 

The creation of the National Petroleum Council after the close of 
World War II furnished the industry another lever for imposing its 
views on Government with the attendant competitive dangers result- 
ing from cooperative activities.” In 1951 the Voluntary Agreement 
Relating to the Supply of Petroleum to Friendly Foreign Nations had 
many cartelized aspects, especially those which were designed to sub- 
stitute American petroleum and petroleum products for Iranian oil in 
carrying out the allocations of world markets between the American 
companies and their foreign partners.“ The Foreign Petroleum Sup- 
ply Committee which administered the voluntary agreement was 
staffed by the same people who normally carry out what the Govern- 
ment charges are the cartel operations of the companies.” The 
American oil companies with foreign interests were the members of 
the Foreign Petroleum Supply Committee.” They consisted of the 
five princinal major oil companies of the United States, together with 
their subsidiaries and jointly owned companies engaged in foreign 
business. 

In the operation of the MEEC, we find the same companies and 
the same individuals forming and staffing the committee and entering 
into similar type arrangements which have been carried on in the past.” 
Permitting oil companies in MEEC to participate in cooperative ac- 
tivity with antitrust immunity has grave dangers to future competi- 
tion in the oil industry. It has great possibility for abuse and it 
provides companies having a history of anticompetitive behavior with 
a convenient forum for collusive activity. 

Mr. Rosenman will discuss in some detail the schedule 4 providing 
for the rerouting of pipeline shipments through joint action among 
competitors within the United States, and the evidence that joimt 
action was taken before the issuance of schedule 4 and without anti- 
trust immunity. Mr. Whiteford, president of Gulf Oil Corp., testified 
that such action was a normal method of operation.” No attempt 
was made by this staff to determine whether such conduct violated 
the antitrust laws. Judge Hansen, head of the Antitrust Division, 
has agreed to review this evidence and report his findings to the 
subcommittee.” No such report has yet been made. But whatever 
the economic justification for such joint rerouting of pipeline ship- 
ments, it illustrates the attitude of oil-company officials concerning 
conduct which has obvious antitrust implications. Such arrangements 

7 Report of Petroleum Administrator for War to Senate Petroleum Resources Committee on Wartime 
Organization. 

71 Revocation of WPB certificate 150, covering PAW directive 70. 

2 WOC’s, pt. IV, pp. 2495-2712. 

% Banking and Currency Committee hearings on DPA, 1955 amendments, p. 97 (June 21, 1955, statement 
of Stanley Barnes). Letter, Assistant Attorney General Hansen to Senator O’Mahoney, hearings, pp- 
or | pp. 138-139. 

75 Banking and Currency Committee hearings on DPA 1955 amendments, p. 125 (letter of Stanley Barnes 
to Congressman Celler). 
wee ee pp. 138 and 139 and appendix pp. 1835-1837. Compare members of MEEC, FPSC, NPC, 
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among major integrated competitors could have the effect of discrim- 
inating against or otherwise injuring independent shippers, producers, 
or refiners. It was deemed of sufficient importance to create a special 
schedule which clothed the transactions with antitrust immunity.” 
Apart from the antitrust laws, the companies have apparently not 
seen fit to subject these operations to ICC scrutiny through filing of 
joint tariffs.°° Thus, ICC exercises no supervision over activities of 
common carriers which have great potential for injury to the public. 

The danger from joint action through MEEC operation is seen in 
other ways. While witnesses testifying before this subcommittee 
asserted that MEEC and OPEG, its European counterpart, had no 
allocation duties as such, the net result of the operations was to entrust 
to the oil industry the responsibility for the cooperative arrangements 
by which oil was moved to particular customers. It was emphasized 
that allocation of oil was the sole responsibility of Government.*' The 
Oil Committee of OLEEC made the initial decision that the oil shortage 
should be borne equitably by all member countries.” This has been 
referred to as the equalization principle. In OEKEC meetings it was 
decided how the hardship cases of individual countries should be 
provided for out of the “kitty” set up for this purpose.* But imple- 
menting the allocation decisions was an industry job. In the minutes 
of MEEC of December 3, 1956, Mr. Stewart Coleman, the chairman, 
was reported as saying that it ‘would be more effective to have de- 
tailed work in Europe handled by an industry group rather than by 
a governmental organization. He pointed out that this had been the 
practice during World War II and the Iranian crisis, and had been 
effective in both of thee situations.“ The essential function of 
OPEG in Europe, working in conjunction with MEEC in Americ 
was to carry out the allocation decisions of OEKEC. Little or no 
Government control was exercised over this operation. Representa- 
tives of OPEG explained the very informal kind of arrangements 
worked out among member companies for shipping oil to the areas 
where needed. The general rule was to permit the companies doing 
business with particular countries and with particular customers to 
have the first opportunity for meeting their needs. The joint industry- 
Government program was administered in such a way as to cause a 
minimum disruption in the traditional patterns of doing business. 
Practically all OKEC and OPEG officials interviewed cone ceded there 
was little, if any, disruption in the existing patterns of distribution 
and, despite the emergency demands, there were no shifts in relative 
market position among the different companies.* Insulated from the 
impact of competition, companies act so as to preserve the status quo 
of their market position. The scrupulous maintenance of market 
position must be viewed against the charges of worldwide division of 
markets pursuant to a cartel scheme of many years standing. 

The OPEG procedure for determining shipments to countries in 
accordance with the hardship allocations was also by agreement within 
the industry. Apparently it was a question of which company had 
the available oil and tankers to satisfy particular situations. MEEC 





7 Gulf memo on schedule 4 in appendix, pp. 2500-2502. 
80 Oral advice to staff from ICC that Gulf did not file joint tariff with ICC for this movement. 
8! Moline testimony, hearings, p. 123, et seq. Minutes of December 17, 1956, MEEC meeting. Appendix 
. 1895. 
. 8 Moline testimony, hearings, pp. 133 and 134. Coleman statement, hearings, pp. 1057, 1058, and 1070. 
8 Moline’s story of “sugar bowl.”’ Coleman’s “kitty’’ statement, hearings, pp. 1058, 1129. 
& MEEC minutes of meeting Nos. 3 to 6, December 7, 1956. Appendix, p. 1880. 
% Trip to Europe by D. P. McHugh, subcommittee counsel, to attend joint meetings of OREC-OPEG, 
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operations were coordinated with those of OPEG. American com- 
panies who were observers in OPEG were members of MEEC.* There 
was evidence that the allocation of supplies within countries was 
arranged by the oil companies in the various proportions which repre- 
sented their shares in the market. The minutes of the MEEC 
meeting of December 17, 1956, reflect the following: * 


Mr. Fugate then inquired as to what part the Middle East 
Emergency Committee would play in conforming to recom- 
mendations developed by the OEEC as to allocations of sup- 
plies among the OEEC countries. Mr. Moline stated that, 
on the basis of information obtained from the Middle East 
Emergency Committee and from its own surveys, OPEG 
would develop information as to the supplies that were avail- 
able for Europe and would pass this information on to the 
OEEC. The OEEC would then determine what allocation 
program would be followed and the various companies sup- 
plying oil to Europe would be asked to carry out this program 
to the fullest extent possible. 

In this connection, it was reported that representatives of 
participants who were acting as observers at OPEG meeting 
had been requested to assist in carrying out the OEEC 
request that supplies be made available for Sweden and a 
question was raised as to whether it was clear that this 
activity was authorized under the plan of action. Mr. 
Hamilton advised that such participation was authorized by 
the plan of action. 

In order to make clear the exact nature of the operation 
that would be involved, it was then pointed out that company 
A might have only 50 percent of its normal supplies while 
company B had 100 percent; that if their shares of the markets 
within the various countries were the same this would mean 
that each country would receive approximately the same 
amount of petroleum supplies; but that, in fact, the shares of 
the markets varied greatly from country to country so that 
countries supplied in large part by companies having ample 
supplies were presently receiving larger proportions of their 
normal petroleum requirements than countries not in this 
position; and that the effect of the allocation by the OEEC 
would be to have these suppliers change their normal supply 
patterns and send petroleum into other markets. Mr. 
Moline noted in this connection that at the present time the 
Benelux countries and West Germany were receiving almost 
100 percent of their requirements while some countries, such 
as Turkey, were receiving very small quantities. 


In determining the distribution of supplies within a country, it was 
claimed that company activity was supervised by governments 
through national committees. This supervision was more fiction than 
fact. In Norway, for instance, the national committee consisted of 
no Government personnel, but only of company representatives who 
decided by agreement among themselves upon the method of distribut- 
ing av ailable supplies. The major American oil companies who 

% Moline’s testimony. McHugh’s trip to Europe. OPEG minutes produced by Jersey, appendix pp. 
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participated as observers in OPEG played a major role in all such 
decisions. 

Mr. Stewart Coleman, Chairman of MEEC, testified before the 
subcommittee that allocation decisions were made by OEEC, but 
that in carrying out such decisions the international supplying indus- 
try, as a whole, agreed among themselves as to the amount of oil to 
be shipped by given companies to particular customers. 

Thus, the MEEC-OPEG operations provided a convient mechanism 
by which any oars anged plans, dating back even to the ‘‘as is” agree- 
ment, could be perpetuated. The plan was apparently to charge 
OPEG with the duty of carrying out the allocation decisions and thus 
relieve MEEC and the American companies of that conduct which 
might involve market sharing. As noted in the minutes of MEEC for 
December 17, 1956: 


Discussion brought out that most of the work in carrying 
out the allocations program would probably be done through 
OPEG rather than through the Middle East Emergency 
Committee.” 


But it must be remembered that the major American companies 
were just as active participants in the OPEG operations as the ‘three 
European members. Both member and observer companies in OPEG 
participated equally in the job of carrying out the allocation program. 
When the Government delegates it’s responsibilities to private biddatry 
it plays directly into the hands of the international oil industry, which 
has successfully imposed a cartel pattern for oil upon Europe and which 
has made notable advances in that direction in the United States. 
Noncompetitive patterns of distribution, once formalized in the guise 
of emergency operations with antitrust immunity, establish patterns 
for the future which are difficult, if not impossible, to ever dislodge 
The dangerous tendency towards joint enterprises in the oil industry 
and the alarming record of cooperative action with antitrust immunity 
highlights the danger of cartelization in the United States. It should 
be sufficient warning that future emergency programs cannot be 
turned over to private industry if long-range competitive goals are 
to be observed, particularly in the oil industry where international 
policy considerations are so closely interwoven with industry opera- 
tions. Apart from these antitrust dangers, the public interest is im- 
periled when private oil companies are entrusted with administering 
a program in which their pecuniary interests could conflict with the 
objectives sought by the Government. The failure of MEEC to 
obtain timely Wisin of imports by member companies, which might 
be harmful to their long-range import position, highlights this danger.” 
Responsibility for administering sath emergency programs belongs 
exclusively to the Government. 


CURRENT OIL PROBLEMS INVOLVING ANTITRUST IMMUNITY 


Ths history of the West African replenishment plan (WARP) 
demonstrates the dangers oi authorizing cooperative arrangements in 
the oil industry with antitrust immunity; and the manner in which 
noncompetitive behavior, once approved, has a habit of continuing 
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beyond the emergency for which it. was. authorized. The subcom- 
mittee’s attention was. called to this plan through a document sub- 
penaed from Socony which stated that information covering inven- 
tories and supplies scheduled under this plan were furnished to 
MEEC.* Mr. Jennings of Socony was asked about these WARP 
arrangements and he described the plan “as a temporary pooling 
of * * * bulk terminal facilities” and stated that “the thing is pretty 
nearly finished up.” When asked whether the pregram had been 
submitted to the Government for approval, Mr. Jennings replied that 
he did not. think so; that it was transitional: and not important.” 
Other Socony office ials did not recall that the plan had ever been re- 
duced to writing.” Socony’s counsel testified that it was being used 
today as a “‘routine operation.’’** Documentation concerning WARP 
was subsequently furnished by Secony to. the subcommittee.” It 
develops that WARP was the outgrowth of a plan established in 1942 
under the directives of the Petroleum Administrator for War to 
economize on the shipment of petroleum products to West Africa by 
allocating tanker tonnage and pooling supplies. It was approved by 
the Office of Petroleum Coordination for War, Membership in what 
was then called the West. African Supply and Distribution Committee 
consisted of Asiatic Petroleum Corp., a subsidiary of Dutch Shell 
Yorp., the Atlantic Refining Co., British Petroleum, Socony Vacuum 
Oil Co., and the Texas Co. It operated under antitrust immunity.” 
In October 1945, the Deputy Petroleum Administrator advised that 
the committee be dissolved because of the availability of tankers. 
On December 31, 1945, it was ordered dissolved and its antitrust 
immunity revoked.” 
However, the organization was maintained intact and on November 
2, 1945, these same firms and Petrocongo joined in a memorandum 
concerning the joint shipment of petroleum to West. Africa. Bulk 
shipments of all products to any terminal in West Africa fell within 
the plan. The detailed provisions under which the plan operated 
were set forth in the West Africa Replenishment Plan Manual, dated 
June 3, 1948.% According to information submitted by Secony, it is 
in effect today. Thus, upon the termination of the Government- 
approved plan, a private arrangement to continue the same operations 
was substituted. This program calls for shipment of petroleum prod- 
ucts by member companies in turn and the supplying of other firms 
from such shipment through jointly owned storage companies. 
Agreement on product specication and reporting of requirements 
and stocks are included in the plan. Formulas for price fixing, includ- 
ing agreed-upon method of determining essential costs, are provided 
for. It is not out purpose to determine whether operation of the 
West African replenishment plan constitutes a violation of the 
antitrust laws. But it is manifest that such a plan provides for joint 
action among competitors in a manner inconsistent with principles 
of active competition. The Government decided the plan had 
outlived its wartime usefulness and revoked its immunity but never- 
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theless, the industry elected to continue the plan in a different form. 
The oil companies were loath to abandon a plan which obviously 
shielded them from the impact of competition. It illustrates how 
grants of antitrust immunity can be abused by perpetuating noncom- 
petitive business conduct. 

The public policy of the United States respecting the maintenance 
of free competition was stated by Congress in the Sherman Antitrust 
Act. Authority to set aside this policy should come only from the 
Congress. When the Attorney General exercises this authority in 
his own discretion, there is obviously great opportunity for abuse. 
Under the circumstances, it is felt that Congress should undertake a 
comprehensive study of all grants of antitrust immunity by the 
Attorney General in the form of informal opinions or so-called “‘green- 
light letters,’ for the purpose of determining whether immunities from 
the antitrust laws should be granted only through expressed legislative 
authorization. Pending such a study it is suggested that the Attorney 
General should not grant antitrust immunity in any form where joint 
action by oil companies is involved. 

Two current situations confront the Nation, in which cooperative 
oil industry activity is contemplated and in which a waiver of the 
antitrust laws may again be sought. In each case the public policy 
involved is too vital to be left to the discretion of the Attorney 
General. The first concerns the President’s recommendation to the 
Director of the Office of Defense Mobilization that some type of vol- 
untary agreement with American importing oil companies be worked 
out for the purpose of limiting imports which threaten to impair our 
national security.” The economic issues in this restriction-of-import 
problem will be treated separately by Mr. Banner. It is not clear how 
such voluntary plan would work, but it seems probable that any such 
voluntary scheme would raise very grave problems under the anti- 
trust laws. For such voluntary se heme to be effective, each company 
must have assurances of all other companies that there would be 
compliance with Government-set goals. Since companies are asked 
voluntarily to agree, they may well demand antitrust immunity. 
Of course, the President has power under the Trade Agreements Act 
to compel restriction of imports without the necessity of an antitrust 
waiver. However, he apparently does not see fit to exercise = 
authority entrusted to him by law. It appears that the President, ir 
continuing to seek a voluntary agreement, is inviting the benlertinde 
oil companies, which constitute only a portion of the industry, to 
determine the policy of the United States Government. If the Govern- 
ment is again to abdicate its responsibilities in favor of the private oil 
industry, any waiver of the antitrust laws which might be needed 
should come only from the Congress, which has the sole authority for 
determining when vital public policy should be waived. 

Meetings are presently being held and negotiations are proceeding 
for the construction of a jointly owned and operated pipeline to run 
from Iraq through Turkey to the Mediterranean.” This proposed 
venture will involve 5 American and 3 foreign oil companies operating 
in the Middle East, and will greatly increase pipeline capacity in that 
area. As in the case of the Iranian consortium, such a plan is fraught 
with antitrust dangers. It is contemplated that this pipeline will 
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carry approximately 1,200,000 barrels a day. Ultimately, the pipe- 
line will carry Kuwait oil and probably oil from Saudi Arabia. Such 
an operation, carrying almost half of the total Middle East production, 
is certain to have considerable impact upon the price of such oil. 
Participating companies will undoubtedly find it necessary to discuss 
price and production in connection with the development plans. 

The need for constructing a pipeline in such a way as to insure 
deliveries from the Middle East and minimize the dangers of Com- 
munist global designs raises the most serious problems ‘of American 
national interests and, in fact, of the entire free world. Consideration 
is being given to separate treaties among the countries involved, with 
the hope that any future conflict over its operation will be submitted 
for settlement to an international tribunal. This proposed pipeline 
graphically illustrates the influence and effect of oil-company opera- 
tions upon the peace and security of the world. It is to be regretted 
that necessary exploratory talks have been left entirely in the hands 
of the private oil companies without the guidance and official responsi- 
bility of the United States.“ It would also seem incumbent upon 
the State Department and other Government agencies having a direct 
interest in the problem to keep the Congress fully advised of the 
developments and to outline the possible alternative courses of action. 

Again, it seems the policy of this Government is to delegate vital 

responsibilities to the private oil companies. It is to be expected that 

any plan worked out by them will naturally give first attention to 
their own private interests. The time for the United States to act 
is now. After details of the plan are formulated, great pressures will 
mount from oil-company sources to approve plans already worked 
out by the industry, even if this requires a grant of immunity by 
the Attorney General.'@ If the vital interest of the United States 
must be preserved by some type of joint American participation in 
the construction of such a pipeline, the Government should take the 
initiative in deciding the form this should take. While information 
concerning the status of negotiation ' is undoubtedly furnished the 
State Department, it would seem that a project of utmost importance 
to the national well-being of the United States should be worked out 
through the Government and under specific authorization from the 
Congress. 

Existing grants of antitrust immunity should be terminated as 
quickly as possible. The European oil crisis has now ended. Mr. 
Rosenman will suggest a recommendation for withdrawal by the 
Attorney General of antitrust immunity for MEEC. He will suggest 
a method for preventing future plans of action, but leaving intact 
other functions of the voluntary agreement. In this way, operational 
activities to meet future commitments to our western allies and to 
otherwise further the petroleum policy of the United States would be 
placed where they belong—with the Government. 


CONTROL OVER TRANSPORTATION—PIPELINES 


The MEEC operation has been represented as essentially a trans- 
portation problem. It was the shortage of tankers following Suez 
which required a redistribution of oceangoing tanker facilities to move 
existing oil supplies to consuming areas. Under the program, the 
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companies sought to rearrange tanker shipments so as to minimize 
crosshauling of crude and to effect the greatest savings of tanker 
space. The three principal schedules under which MEEC companies 
operated were directed at the necessary rerouting of tankers.’ 

The ownership and control by the international oil companies over 
world tanker transportation was alluded to during the course of the 
hearings. There was evidence that enormous profits were made by 
tanker-owner companies as a result of high tanker rates during the 
emergency.” No detailed study was undertaken to determine the 
extent to which the major international oil companies shared in such 
profits. Apparently, independently owned tanker companies reaped 
the principal windfall from the high ‘“‘spot tankers” rates. However, 
it was evident that these rates had some effect upon tanker rates 
charged by major oil companies under long-term charters and on com- 
pany-owned tankers, and that high tanker rates influenced European 
product prices and resulting company profits. Nor was any effort 
made to analyze the effect of the various tanker-building programs 
sponsored by the Maritime Commission. These were referred to in 
the hearings.’ The charges that.such programs may have been used 
to perpetuate the international oil-company control over transporta- 
tion of oil and the extent and effect of major oil-company control of 
tanker transportation involve specialized problems. This is certainly 
an area deserving further exploration by Congress. 

Schedule 4, whieh provided for the rearrangement of pipeline ship- 
ments of oil in the United States, focused the subcommittee’s atten- 
tion upon one of the most significant competitive problems in the 
entire petroleum industry; that is, the extent of the ownership and 
control of domestic pipelines by major, integrated companies and the 
resulting consequence to competition. The subcommittee’s imme- 
diate interest in the charge of pipeline monopolization stemmed from 
the claim by some witnesses that our pipeline transportation system 
was inadequate,” that productive capacity in Texas and Oklahoma 
was not being utilized to produce more oil to move to the culf coast 
because of lack of pipeline facilities,’ and that, as a direct result, the 
effort to aid our European allies through the oil-lift program was se- 
riously impaired .'” 

Mr. H. Graham Morison, former Assistant Attorney General i 
charge of the Antitrust Division, testified on behalf of the West C ~~ 
Pipeline Co. and described the problems an independent company 
encountered in attempting to build a pipeline to the west coast."° Mr. 
Banner will discuss the details of this issue. Mr. Morison described 
his client’s efforts as a fight to break the stranglehold of monopoly 
which now pervades every phase of the oil industry."" He stated that 
in no aspect of the industry has the monopoly of the few been so all- 
inclusive as in the case of the crude-oil pipelines of the Nation, which 
are all but 100 percent owned or controlled by the major oil com- 
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panies.'!? Mr. Morison stated there were no significant, independent 
crude pipelines. 

Ever since the days of John D. Rockefeller and the creation of the 
Standard Oil trust, control over transportation has been found to be 
a most effective method of controlling the oil industry in the United 
States. Control over the transportation of oil has made independent 
producers of crude in the United States completely dependent upon 
the major oil companies with their gathering-line facilities and trunk- 
lines for the transportation of oil to refineries or shipping points.!” 

The dissolution of the Standard Oil trust in 1912 brought about the 
divorcement of 12 pipeline systems from the Standard Oil Company 
of New Jersey."* These companies had been used by Standard to 
gather and transport crude oil for refining operations in its own 
refineries located on the east coast and in the Chicago area. In 1914 
all of them became common carriers at law and in fact and transported 
for producers of crude oil at tariffs filed with the Interstate Commerce 
Commission."® Today these pipelines have just about disappeared. 
They were small in diameter and lacked the capacitv necessary to meet 
large quantity demands of the major companies. The refiners on the 
east coast substituted tankers to carry crude oil from the gulf coast 
after crude-oil fields were found in Texas and Louisiana. The Middle 
West oil companies built themselves new pipelines of large capacity. 
Today, only one of the original so-called Rockefeller pipelines, namely, 
Buckeye Pipeline Co. (which is a consolidation of four small systems) 
is operating as a common carrier. Four others are now in existence 
but are owned and controlled by small Pennsvlvania refiners.!® 

As of December 31, 1955, approximately 8° pipeline companies 
moving crude oil or petroleum products reported to ICC as common 
carriers. According to ICC records, 82 of these pivelines are owned 
by 1 or more oil companies, either singly or jointly. According to 
available information, only one of these companies is not owned in 
part by an oil company.'"® 

In addition to the recently announced Four Corners pipeline to be 
constructed by Standard of California, Shell, Gulf, Richfield, Superior, 

and Continental, joint ownership of pipelines by oil companies abound. 
The Badger Pipeline Co., for example, is jointly owned by Cities 
Service, Pure, Sinclair, and Texas; the Great Lakes Pipeline Co. is 
owned by Cities Service, Continental, Phillips, Pure, Sinclair, Skelly, 
Sunray-Mid-Continent, and Texas; Plantation Pipeline Co. is owned 
by Shell Standard (Kentucky) and Standard (New Jersey); the 
Portland Pipeline Corp. is jointly owned by British American Oil, a 
subsidiary of Gulf, Canadian Petrofina, Imperial Oil, a subsidiary of 
Standard (New Jersey), McColl-Frontenac Oil Co., a subsidiary of 
Texas, and Shell of Canada. Many others could be mentioned. 

During the TNEC investigation, it was found that 20 major oil 
companies controlled 85 percent of the crude-oil pipeline mileage and 
96 percent of the product pipeline mileage of the United States."’ It 
was found that a large percentage of the tariffs charged by such 
pipelines was paid back to the shipper owners in the form of dividends 
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on the capital stock owned by the oil companies. On December 23, 
1941, the Attorney General filed a complaint under the Elkins Act 
against 28 oil companies and 52 pipeline companies charging that these 
dividend payments constituted unlawful rebates from the tariff 
charged in violation of sections 2 and 6 of the Interstate Commerce 
Act and section 1 of the Elkins Act."* The Government sought 
judgment, including penalties variously estimated at $1,475 million, 
together with injunctive relief against payment of future rebates. 
On the same date, all defendants entered into a consent judgment in 
which the Government obtained only injunctive relief." The decree 
enjoined any payments to shipper-owners i in excess of 7 percent of the 
ICC valuation of the common carrier’s property. = 

Although oil pipelines are common carriers at law, they are operated 
as private carriers for the benefit of the oil companies owning the 
lines and prevent independent producers from enjoying a competitive 
market in which to sell their crude oil.’ In order to obtain trans- 
portation of crude from the well; the producer is required to sell the 
oil to the oil company which owns the pipeline.’' This denies or 
restricts the producer’s right to use the common carrier facilities of 
the pipeline. 

Mr. Morison claimed that if the oil companies can control pipelines 
and fix the prices of transportation that’ the independents must pay, 
and if they can restrict the right of independent producers to ship 
through pipelines, they have the power of life and death over inde- 
pendent competitors. He concluded that in his judgment this power 
over any enterprise should not reside in private hands,'” 

This control of crude oil pipelines makes it possible for the major 
integrated companies to discriminate against independent producers 
of crude oil and to deprive them of a market for their oil. It makes 
it possible for the majors to discriminate against independent refiners 
by depriving them of access to sources of supply. By restricting 
independent producers from access to markets and independent re- 
finers from free access to supplies of crude, the control of pipelines by 
the integrated oil companies enables the major to stifle its would-be 
competitors, and to perpetuate its hold upon all phases of the oil 
industry, from production to sale to the ultimate consumer. Mr. 
W. M. Vaughey, a producer of oil and gas, noted that the independent 
producer has no control over the price at which he sells and he like- 
wise has little control over the amount of oil he sells.’ He cannot 
withhold his production. Witnesses noted that there were two limi- 
tations upon the productive capability of the independent producer. 
The first is by State regulation fixing allowables. The second is the 
unwillingness of the pipeline company or purchaser of crude oil to 
take the oil produced by the independent producer.’ While the 
principal crude oil pipelines purport to operate as common carriers 
open to all producers on equal terms, this is apparently more fiction 
than fact. 

The charges made before the subcommittee of discrimination by 
pipeline companies against independents were primarily of three 





118 Complaint, U. S. v. The Atlantic Refining Co., et al., U. 8, District Court for the District of Columbia, 
Civil Action No. 14060 (Dec. 23, 1941). 

119 Consent judgment, above case. 

120 Conclusion from testimony of Vaughey, Clark, and Delaney. Morison, hearings, pp. 1573 and 1579, 

121 Morison, hearings, pp. 1573 and 1579, 
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tvpes: (1) Refusal of pipeline companies to extend gathering lines 
and to connect wells, resuling in great amounts of shyt-in product- 
ability; (2) pror ationing prac ticed ‘by pipeline companies; (3) various 
indirect forms of price discrimination.!5 

It was claimed that major integrated companies have denied pipeline 
connections to independents as part of their plan to dominate and 
control the market. As noted the independent producer is in the 
position where his principal competitors, in effect, have sole control 
over his markets. Mr. Lester Clark, as an independent producer and 
on behalf of 4 Texas associations representing the independents, 
testified that today there are more than 8,000 wells unconnected. in 
Texas alone.!?* He also claimed there were about 4,000 in Oklahoma, 
and 2,000 in New Mexico. Mr. Paul Schultz, president. of the Okla- 
homa Independent Petroleum Association, stated that in 1956 his 
company drilled three wells.’ Gulf connected two wells but refused 
to connect the third, stating they were not taking any more oil. He 
could not get a pipeline connection and was required to truck the oil 
at a cost of 25 cents a barrel. Mr. Schultz claimed that the con- 
struction of a pipeline to connect this well would not have exceeded 
$1,000. He testified that his company would have been glad to lay 
the line themselves to transport the oil to them, but they refused to 
allow that.'** 

Mr. W. A. Delaney of Ada, Okla., an independent producer of oil 
and gas, stated that any failure of productive capacity during the 
oil-lift program was, in his opinion, due to lack of transportation 
facilities." He stated thet this country hes no pipeline facilities for 
the transportation of crude oil from the Southwest or midcontinent 
areas to the west coast and none in contemplation except a line from 
the Four Corners area in the Rocky Mountain region. Mr. Delaney 
also emphasized that a group of independents cannot get together and 
build an oil pipeline since they lack terminal markets. These terminal 
markets or refineries are controlled by the major oil companies. Mr, 
Delaney stated that last December he talked to a pipeline CORDA 
about connecting a well a distance of about a mile end three quarters 
The company refused, explaining it could not Justify the cost of con- 
structing a pipeline to a well with an allowable of 25 barrels per day. 
He was told that it was the policy of this pipeline company to lay 1 
mile of line for each 100 barrels of allowable production." ase 
stated this would have required him to drill three additional wells in 
order to get a pipeline connection and get the market price for his oil. 
He estimated this would have required an investment of $248,000 for 
these wells to justify a pipeline costing about $12,000, most of it 
salvageable.'* 

Mr. De laney testified that previous to the case filed by the State of 
Oklahoma against Gulf, pipeline companies simply did not issue pipe- 
line connection orders for wells if they were any distance at all from 
the gathering system. In order for a producer to sell oil from these 
unconnected wells, it was necessary for him to have the oil trucked by 
a company designated by the pipeline company, and the amount 
charged for trucking would be deducted from the cheek he received 
~ 188 From overall survey of producer testimony. 

126 Testimony of Lester Clark, hearings, pp. 938 and 939. 
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from the pipeline company. He had no control over the selection of a 
trucking company.'*? 

Pipeline prorationing was described as another effective way to 
discriminate against the independent producer.'*? Connection of a 
well to a pipeline, in itself, does not guarantee access to the market. 
As owners of the pipeline ‘facilities, the majors exercise the right to 

rorate the use of the pipeline capacity. Mr. Clark referred to several 
instances of prorationing prior to Suez. He defined prorationing as 
the practice of taking only a percentage of the allowable production 
of a field. He stated that for many months the pipeline company in 
the Sharon Ridge field of west central Texas would take only about 
50 percent of the oil produced by certain marginal wells. He also 
charged prorationing up in the Panhandle area. According to his 
charge, prorationing was practiced for a time all over Texas. He 
claimed that one of the majors cut the price of crude and was taking 
only part of the allowable at the same time it was increasing its 
imports. 

n addition, Mr. Delaney claimed that a number of companies in 
Oklahoma had practiced prorationing all over the State sometime 
prior to last autumn."* He stated that in midsummer 1956, because 
of discriminatory conditions resulting from the failure of some common 
purchasers to take the full allowable of lawfully produced oil which 
the Oklahoma Corporation Commission found was necessary to 
supply existing market demand, the commission incorporated in its 
order a provision requiring ell common purchasers of crude oil in 
Oklahoma to take the full allowable production. Gulf sought 
injunctive relief against the enforcement of this order in the Federal 
district court but was overruled. The matter is now on appeal. 

Mr. Delaney also claimed that a form of price discrimination existed 
in that the pipeline companies were able to impose a two-price 
system. In effect, he charged that one price existed for producers 
who had direct connections with pipelines, whereas other companies 
that were unconnected were required to sustain an additional 25 
cents a barrel trucking charge, which, in fact, reduced the price at 
which they sold their oil. Mr. Clark also charged that the major 
integrated companies that owned the pipelines were able to, and in 
fact did, practice another type of price discrimination against inde- 

endent producers. ‘© He claimed that major producers, naming 
Humble Oil Co., posted the highest prices in areas where Humble 
was the dominant producer and, i in turn posted lower prices in those 
fields where the independent producer was developing the bulk of 
the oil. 

It was charged that discrimination against the independent by 
integrated oil companies through ownership of pipelines resulted 
largely from the international operations of the major oil companies.'” 
Since the majors possess vast resources of low-cost Middle East and 
South American oil, they are able to rely on imports to supply their 
refineries. Thus, they can substitute imports from their own foreign 
operations for domestically produced oil to meet their needs. It is 
claimed this defeats the purpose of State ratable-take laws. The 
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decision of major oil companies to lay additional pipe or to connect up 
independent wells is obviously not decided solely upon the cost of aaa 
an operation or the need of serving the domestic industry. Once 
commitments have been made, obligations are assumed. When the 
overall profit position of the company dictates reliance upon low-cost 
foreign oil, the majors can withhold domestic pipeline connections. 
Thus, major oil companies are able to drastically affect the develop: 
ment of the domestic petroleum industry, In electing to increase 
their dependence upon imports, these companies have the power to 
endanger the national defense of the United States, And while the 
record reveals enormous profits on foreign operations, witnesses 
testified that gasoline produced from Middle East or Venezuelan crude 
sells for identically the same price as gasoline refined from Texas, 
Oklahoma, or Wyoming crude. 

In view of the charges of discrimination, and in view of the power 
possessed by major integrated companies through ownership. of 
pipelines, it is recommended that the Department of Justice initiate 
an immediate investigation of possible violation of the antitrust laws 
along the following lines: 

(a) Monopolization of common carrier pipeline transportation, 
including extent of interest in trucking companies. 
(b) Use of controlled pipelines to deny independent producers 
a competitive market for crude oil. 
(c) Use of controlled pipelines to restrict sources of oil to inde- 
pendent refiners. 
(d) Crude oil-price discrimination against producers. 
(e) Pipeline proration. 
Despite the ownership or control of over 90 percent of United States 
pipeline capacity by the majors, the Department of Justice prosecuted 
no antitrust cases over the years aimed at pipeline ownership and its 
abuses. The so-called Mother Hubbard antitrust case filed in 1940 
contained charges that 22 major oil companies and their 344-subsid- 
iaries, affiliated and jointly owned companies engaged in a conspiracy 
to control, monopolize, and dominate the domestic petroleum in- 
dustry.’ These charges included control of oil pipelines, and abuse 
of such control. This case was dismissed by the Government in 
1951.) 

At the request of the subcommittee, counsel for the West Coast 
Pipeline Co. submitted a legislative proposal directed at the problem 
of major oil-company ownership of pipelines.“ This proposal 
specifically makes acquisitions by major oil companies of an interest 
in pipeline companies subject to section 7 of the Clayton Act where 
the effect of such ownership may be substantially to lessen competition 
or tend to create a monopoly. This bill provides that ownership by 
an integrated oil company of a controlling interest in a pipeline shall 
be deemed prima facie a substantial lessening of competition or tend- 
ency to create a monopoly. In view of the seriousness of the charges 
of pipeline monopolization, the subcommittee may wish to explore 
further this legislative proposal. 

There are difficulties in framing actionable theories under the Sher- 
man Act based on oil company ownership of pipelines, and greater 
difficulty in sustaining the burden of proof necessary to meet the 

18 U, S. v. American Petroleum Institute, et al., civil action No, 8524. 
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severe tests of illegality under that act. Actual restraint of trade or 
monopolization must be shown. However, the recent opinion of the 
Supreme Court in United States v. E. I. Du Pont de Nemours and 
General Motors Corporation has opened new vistas of antitrust en- 
forcement. 

Prior to the recent General Motors-Du Pont decision there was 
little disposition to use the section 7 route to attack stock ownership 
acquired many years ago. This decision now makes perfectly clear 
that section 7 applies to stock acquisition of many years standing if 
the result is a reasonable probability of substantial lessening of com- 
petition or tendency to monopoly in any line of commerce. The Su- 
preme Court in 1957 found that a 23 percent stock interest acquired 
by Du Pont in General Motors in 1917-19 gave it a preferred position 
in access to the automobile paint and fabric business of General 
Motors. It would seem that much more potential danger to compe- 
tition exists in the case of 100 percent ownership or control by major 
oil companies over pipelines where such control has been used to 
deny independent producers access to markets. This control also 
may create a reasonable probability that competition among refineries 
may be substantially lessened by denying them access to crude. It 
is strongly urged that the Department of Justice, in reviewing new 
enforcement possibilities under this recent decision, begin with an 
examination of the ownership and control by major oil companies 
over pipelines. 

The Texas Railroad Commission has held hearings and now has 
under study charges of discrimination by the major oil companies." 
But it has no power to attack the basic monopoly problem and no 
authority to compel divestiture if that is the only relief which will 
cure the ill. Action by the Federal Government is necessary, and the 
first approach should be strict enforcement of the existing antitrust 
laws. 





41 Hearings, pp. 967-969. 
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STATEMENT OF GARETH M. NEVILLE, ASSISTANT COUNSEL 


ARAMCO AND ITS COMPETITIVE IMPLICATIONS 


The Arabian-American Oil Co., as our record discloses, has a con- 
cession in Saudi Arabia granting it a monopoly position over the second 
largest oil reserve in the world.! The facts show that Aramco is owned 
by four of the major American companies, namely, Standard Oil of 
California, the Texas Co., Socony Mobil Oil Co., and Standard Oil 
Company ‘of New Jersey, all of whom are defendants in the world oil 
cartel case. A historical review, as disclosed by the transcript of 
testimony, is necessary for an understanding of possible antitrust 
implications of this joint ownership. 

Standard Oil Company of California, through its subsidiary, Cali- 
fornia Arabian Standard Oil Co. (later known as Arabian-American 
Oil Co.), obtained an exclusive 60-year concession for the discovery, 
development, transportation and marketing of oil in Saudi Arabia.* 
The rovalty rate as provided for in the concession agreement was 
4 shillings per barrel. This amounted to 21 cents per barrel at a time 
when oil was selling for about $1 per barrel.‘ Standard Oil Company of 
California found that it had not developed a market large enough to 
absorb the great quantities of oil which this area was producing.’ 
Rather than open the sale of crude to the competitive market, the 
company cast about for a readymade controlled outlet. The Texas 
Co. had developed a large market east of Suez and was in need of 
crude oil to supply its refineries.°® 

In 1936, Standard Oil Company of California sold 50 percent of its 
interest in Aramco to the Texas Co. At the same time California 
Texas Oil Co. (Cal-Tex) and a number of small subsidiary companies 
were organized to which both Standard and Texas companies trans- 
ferred refining and marketing operations in the Eastern Hemisphere. 
The problem was solved, but not for long. By 1946 Standard, Texas 
and Caltex found they did not have sufficient markets for the ever- 
increasing production by Aramco, and Aramco had no marketing 
organization of its own. Once again the choice of selling crude on a 
competitive market or finding additional outlets over which some 
measure of control might be exercised became necessary.’ 

Negotiations were commenced for Standard Oil Co. (New Jersey) 
and Socony Mobil Company, Inc., to enter the partnership. ae 
Jersey and Socony were partners to the red line agreement of 192! 
they had to obtain releases from the other parties to this cement 
before they could acquire any interest in Aramco, according to the 
cartel complaint and Mr. Davies of Aramco. The red line area 
adopted at the time of the 1928 agreement covered the Middle East, 
including Arabia.® 
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On March 12, 1947, Standard Oil Company of California, the Texas 
Co., Standard Oil Co. (New Jersey) and Socony Mobil Oil Co., Ine., 
entered into a series of contracts by which Jersey secured 30 percent 
and Socony 10 percent of the capital stock of Aramco for approxi- 
mately $102 million.? At the same time Jersey and Socony also 
agreed to guarantee funds borrowed from American insurance com- 
panies for the building of a pipeline. The purchase agreements went 
beyond ordinary stock ownership, and included a series of ‘‘offtake”’ 
agreements by which it was agreed that over an 18-year period Aramco 
was to sell and deliver oil production to its owners, exclusively, in the 
same percentage as the stockholders of each bear to the total out- 
standing stock—namely, 30 percent to Jersey, Texas and Standard of 
California, and 10 percent to Socony."® 

The owning companies are among the major producers and distribu- 
tors of petroleum products both in the United States and abroad. 
Officials of Aramco testifying before this subcommittee concerning 
the joint participation explained that under these offtake arrange- 
ments Aramco sold oil to the owning companies at selling prices 
based on the offtaker’s posted prices for Arabian crude oil at Ras 
Tanura “adjusted for a price reduction of 5 cents per barrel for un- 
stabilized crude oil and an allowance of 2 percent provided for the 
offtakers’ marketing services." 

In discussing the offtake agreement and the pricing arrangements 
the chairman of the board of Aramco described the procedure in the 
following language: 


In order to insure an increased market for Arabian crude 
oil, the previsions of the said offtake agreements were such 
that, unless each stockholder of Aramco purchased from 
Aramco (up to certain limits) its stockholding percentage of 
the oil produced by Aramco, it would suffer a penalty in that 
other stockholders could purchase its untaken share at cost 
plus 15 cents per barrel. Accordingly, it was to the interest 
of each stockholder that it take its respective stock percent- 
age of Aramco’s oil in conformity with provisions of the 
Agreements.” 


At present Aramco’s Saudi Arabian operations represent 30 percent 
of the known oil reserves in the Middle East and 20 percent of the 
known reserves in the free world.'* Not only do the four companies 
agree not to compete for the oil of Arabia but they make it impossible 
for Aramco to compete in world markets with Arabian oil.* Aramco’s 
production in 1956 amounted to 360 million barrels, of which almost 
10 percent was imported into the United States.'* The effect upon 
United States commerce flowing from this overall arrangement is 
substantial. Approximately 360 million barrels of oil divided among 
4 of the largest United States oil companies on a predetermined and 

* Hearings, p. 1417. 
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i a Pp. 1408, 1409. 
2 Appendix, 2011. 

18 Hearings, p. 1411. 

M4 Hearings, p. 1408. 


15 Hearings, p. 1412. 
1€Oilgram News Service. 








36 PETROLEUM-——ANTITRUST LAWS AND POLICIES 


stable arrangement at a base price fixed by the 4 owners” has a 
stabilizing influence on both United States prices and production. 

The record indicates that Aramco has no independent pricing policy.* 
Neither crude nor products prices are necessarily related to Aramco’s 
costs. Aramco sells at a uniform price to only four companies." The 
posted prices of these four companies are identical. The arrange- 
ment removes Aramco from the world market insofar as the com- 
petitive disposal of its products is concerned and reduces the area of 
competition even as between the four owning companies. ‘The owner- 
ship group is assured of large dividends from Aramco each year even 
after paying 50 percent of the net profit of Aramco to King Saud. Fur- 
thermore, the four companies have access to an almost limitless pool of 
inexpensive oil which can if need arises be sold in the world markets 
at a price far below the cost of American producers with no Middle 
East source of oil. 

It would thus appear that the series of agreements and arrange- 
ments between the four owning companies and Aramco may amount 
to a violation of the antitrust laws. The agreement among four 
American corporations to divide the total production of Saudi Arabian 
oil, to exclude all others from access to this oil, and to purchase this 
oil at identical prices, may unreasonably‘restrain the foreign commerce 
of the United States in violation of the Sherman Act. The stock 
acquisition in Aramco by the American companies may now fall under 
the ban of section 7 of the Clayton Act as interpreted in the recent 
Du Pont-General Motors decision. 

We suggest that the subcommittee recommend that the Department 
of. Justice review the entire problem to determine whether there are 
violations of the antitrust laws. 


ARAMCO TAX POSITION 


During the course of the subcommittee hearings considerable testi- 
mony was taken concerning the United States tax position of the oil 
companies operating in the Middle East. Most of the information 
obtained related to specific operations of Aramco. It was established 
that Aramco, from its inception through 1949, had paid substantial 
United States income taxes. In 1949, the company paid in excess of 
$47 million.” Testimony of officers of Aramco shows that the Saudi 
Arabian Government was receiving only a royalty of 4 shillings per 
ton on production and this amounted to less than taxes paid by 
Aramco to the United States.” King Saud discovered that Venezuela 
was on a 50-50 basis and he wanted to raise his take, but in a manner 
which resulted in no additional burden on the company.” Saud pro- 
mulgated an income-tax decree in 1950 by which the tax to be paid by 
Aramco amounted to 50 percent of its net profit on Arabian opera- 
tions.** Aramco took advantage of a United States law which allows 
income taxes paid to a foreign country to be credited as an offset 
against United States income taxes. This resulted in a reduction of 
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a $47,841,283 United States tax liability to $199,033. The tax paid 
the United States was on earnings outside Saudi Arabia.» From 1953 
through 1955 no United States income tax has been paid by this com- 
pany although the tax due before Arabian tax credit amounted to 
$111,028,477 in 1953, $139,275,193 in 1954, and $176,547,181 in 1955.”* 

The United States statute making such credits possible was passed 
in 1918. In the words of Aramco: 


Its essential purpose is to relieve United States businesses 
operating abroad from double taxation; that is, the payment 
of United States income taxes on top of foreign income taxes 
on the same income.” 


The problem of credits for taxes paid to foreign governments raises 
many important questions of national policy which are not within the 
jurisdiction of this subcommittee. However, generally speaking, the 
tax situation with respect to most domestic corporations operating 
abroad is different from that of Aramco which, as the only oil produc- 
ing company in Saudi Arabia * and in fact the only large business enti- 
ty in the country, occupies an almost sovereign position in its dealing 
with the Saudi Government. The circumstances under which the 
Saudi decree was enacted so as to enable Aramco to offset United States 
income tax are what make this situation suspect. Under the original 
concession agreement of 1933 a royalty payment of 21 cents per barrel 
was agreed to as the amount to be paid for all oil taken under the con- 
cession.” The Arabian Government was estopped by the terms of 
the agreement from imposing any future taxes in any form,” 

To Saudi Arabia, the manner in which its 50 percent share was paid 
was not important. In justifving the manner in which this 50 percent 
share was to be paid, Mr. Davies said the company did not desire to 
increase royalty payments to Saudi out of its earnings because ‘““That 
would have made our position out there pretty bad, competitive- 
wise.”’ *' But to the United States Treasury the difference between 
payment to Saudi Arabia of royalties or income taxes is considerable 
in terms of tax revenue of this country. Accordingly, Aramco was 
instrumental in working out a plan and gave its agreement to the 
issuance of a roval decree embodying such a plan, whereby a Saudi 
Arabian income tax was imposed.” The ultimate result of this tax 
was to transfer all United States income taxes owed by Aramco to 
Saudi Arabia. This arrangement did not bring about any reduction 
in net profit to Aramco. It did cancel United States taxes in favor of 
Saudi Arabia without cost or financial burden to Aramco. Thus, 
without the knowledge of or consultation with Congress,* a private 
American company acting in a semisovereign capacity entered inte a 
series of arrangements with a foreign government to defeat payment 
of taxes to the United States. It illustrates the manner in which oil 
companies act to influence foreign governments and shape the foreign 
policy of the United States. 

26 Income-tax reports of Aramco made available by Aramco. 
27 Aramco press release. 

28 Hearings, p. 1445. 

2° Hearings, p. 1428, 

30 Concession agree nent, 1933, hearings, p. 1430. 

31 Hearings, pp. 1430, 1437. 

82 Hearings, pp. 1430, 1447. 


33 Hearings, pp. 1430, 1431. 
*4 Hearings, p. 1448, 








38 PETROLEUM—ANTITRUST LAWS AND POLICIES 


Aramco explained the arrangement thusly: 


Aramco, although under no legal obligation to pay either 
additional royalty or Saudi Arabian income taxes, was con- 
fronted with the necessity of facing up to the change in con- 
ditions during the 17 years since its initial immunity was 
granted. As a practical solution, it submitted to the Saudi 
Arab Government’s requirements.™ 


The mechanics of the arrangement were worked out as follows: 
In 1950, two royal income-tax decrees were issued by King Saud. 
The first, of November 4, imposed a general 5-percent tax on indi- 
viduals and a 20-percent tax on the income from invested capital. 
The second decree, of December 27, imposed an additional income tax 
on petroleum companies in the Kingdom amounting to 50 percent of 
net operating income. Aramco was the only such operating com- 
pany. This latter decree permitted the companies to credit all other 
royalties and local taxes so that total taxes would not exceed 50 
percent. It was not until May 1955 that the United States Treasury 
Department finally ruled that the Saudi Arabian tax could be used as 
a credit to offset against United States income taxes in accordance 
with the 1918 statute.* 

In its barest essentials, the question posed is whether in the United 
States 1918 foreign tax deduction provision Congress in fact intended 
to create a situation wherein an American corporation could negotiate 
with a sovereign power to the extent of rearranging tax statutes in 
such a manner and form as to take away all revenue from the United 
States and split the resulting profit equally between the sovereign 
power and the domestic corporation. 

Many concessions by way of tax deductions and otherwise have been 
granted to the oil companies by the United States, in addition to 
foreign tax credits. Among the subsidies and grants accruing to 
international oil companies are: 

1. Full depletion allowance of 27% percent on low-cost foreign 
production. 
2. Tanker subsidies. 
Foreign tax differential (1942 Revenue Act). 
4. Diplomatic assistance accorded foreign operations. 
5. Federal financial assistance given the countries in which 
foreign production is centered. 
Congress should determine whether legislative changes need be made 
in existing law which would foreclose deals between domestic cor- 
porations and foreign governments resulting in cancellation of the 
obligation, on the part of the corporations, to pay taxes to the United 
States Treasury Department as was done by Aramco. 


DEPLETION 


During the course of the oil hearings considerable testimony was 
developed concerning depletion allowances granted American oil com- 
panies on foreign crude production. At one point Senator Carroll 
developed that such costs as dry holes, terminal facilities, exploration 
and development, depreciation, losses, royalties, and rentals are all 
deductible expense items. Then, in addition, the producing compa- 
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nies can take a further deduction for percentage depletion based on 
» percent of gross income.” 
ie concept of.a de pletion allowance or special tax deduction * for 
the exhaustion of oil and gas properties was originated in 1913 asa 
domestic measure aimed at obtaining greater domestic production 


during a period of world crisis. The history of cost and subsequently, 
perpen tage depletion, shows that originally it was adopted by the 
Congress as a formula permitting a more rapid recovery of invest 


ment, as an inducement to obtain greater production of oil and gas 
at a time when foreign produc tion by American companies was. of 
little importance to t he overall economy. ; 
As first approved by Congress, depletion allowance on oil and gas 
was a tax exempt deduce ‘tion from operating income granted to cover, 
capital consumed in the operation of the oil or gas well. The capital 
in question was the value of the property as of March 1, 1913, or the, 
cost, if acquired after this date. Once this capital investment. had 
been recovered, the allowance was no longer available. In 1918, the 
base was enlarged to cover the value of the property at the time of 
the discovery or within 30 days thereafter. Then, to overcome 
administrative difficulties from the use of discovery value, percenta 
age depletion was introduced in 1926, A figure of 27% percent of 
gross income was selected to give approximately equal dollar deduc- 
tions as had been allowed under the 1918 statute. This method; 
unlike the cost and discovery value methods, has no overall limit so 
that deductions continue as long as the property is producing income. 
The effort and concern today, as it was just prior to World War I 
and in 1918 when the basic concept of depletion allowance on oil and 
gas was introduced into the tax structure, is to encourage exploration 
and development of new oil reserves within the continental United 
States to assure a safe productive capacity and supply of petroleum 
in time of war or national emergency. That this concept of aiding 
domestic production of oil and gas is the currently accepted justifica- 
tion for depletion allowance is borne out by congressional action taken, 
during World War II when percentage “depletion was extended in 
1942 to 3 nonmetals and in 1943 to 10 additional nonmetallic minerals, 
Furthermore, the 1942 and 1943 expansions of percentage depletion 
were limited in the enabling legislation to the period of the war, 
emergency to encourage domestic production of minerals needed to 
meet wartime demands. 
In February 1955, the Cabinet Committee on Energy Supplies and 
Resources Policy issued a report in which the following statement is 
found: 


Present tax provisions on coal, oil and gas production have 
been an important factor in encouraging development of 
energy sources at a pace about in keeping with demand. 
Any changes which may be proposed in the future must be 
analyzed in terms of their probable effect on development 
of domestic resources needed for economic progress and 
national defense as well as the fiscal and tax policies of the 
Government. 


Althouth the domestic industry is finding more oil and gas than it 
produces, the rate of this increase in proven reserves has been declining 


3? Hearings, pp. 1425, 1412, 1426. 
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in the past several years. Hence, as pointed out by the Cabinet 
Committee, every inducement should be given to encourage domestic 
exploration as against overseas dev elopment. This approach is 
clearly within past congressional intent, as expressed in the tax 
legislation affecting depletion allowances and national defense 
considerations. 

Assuming justification for the 27}; percent foreign percentage deple- 
tion allowance formula in 1926, such ‘depletion allowance is inc onsistent 
with the original legislation to encourage domestic discovery, since 
yields, costs, and producing areas are so different today from what 
they then were. It would seem that today percentage depletion on 
foreign oil gives the foreign operator a special tax advantage over the 
domestic producer.*® This condition in itself could result in some 
inducement to an American company to select foreign development 
over domestic. For example, where the costs of extraction abroad are 
low relative to the value of the oil and gas produced, the 27% percent 
depletion allowance, when translated into dollars, is much greater on 
the oil produced than when applied to high-cost domestic produc tion. 
The amount of the deduction, under the present law, cannot exceed 
50 percent of net in any one year. This may result in the domestic 
producer not being able to take advantage of the full 27% percent 
depletion allowance unlike the low-cost foreign producer w hot is not apt 
to be affected by this 50 percent limitation. A high net return possible 
on low-cost Middle East production could result in a much greater 
dollar allowance on a barrel-for-barrel basis to the producing company 
than would be possible under a lower net return realized on high-cost 
domestic oil. 

Mr. W. A. Delaney at one point in his testimony compared an 
average daily production per well in Oklahoma of nine barrels with 
that of Kuwait of around 7,600 barrels.” There is a tremendous dollar 
advantage of percentage depletion allowance of Kuwait production 
as compared to Oklahoma. Thus, foreign depletion has the effect of 
needlessly widening the profit spread between domestic and foreign oil. 
This increases the commercial advantage of importing, thus further 
limiting the domestic market. 

As the domestic market is cut back the cost of the reduced produc- 
tion is increased on a per barrel basis. Mr. Delaney, when describing 
in his testimony such costs, stated: 


The cost of producing oil is related to the number of barrels 
of oil produced over the man-hours involved plus the cost 
of material and supplies that are required to furnish and 
service the wells.” 

The present system of percentage depletion conceived to increase 
domestic exploration and production is actually weighted in favor of 
foreign investment. Full depletion allowance on forei ‘ign production 
results in increased exploration for foreign oil. As foreign production 
is increased, the economic survival of the small, independent domestic 
producer is further jeopardized by loss of both domestic and foreign 
markets. Mr. Whiteford of Gulf Oil, during his appearance before 
this subcommittee, testified that: 
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No country develops oil reserves except to the extent that 
it may have prospective markets.” 


Subsidized foreign oil is one of the most direct of all ways to reduce 
market prospects for the domestic product. 

As pointed out above, the economic defense of generous percentage 
depletion results from national policy to provide an imcentive or 
subsidy for certain selected minerals for reasons of national defense 
and domestic economic advancement. The incentive value of per- 
centage depletion for domestic production of oil and gas has been 
blunted by extending the favors to all the world, thus defeating the 
original concept. At one point in the record Senator Kefauver 
elicited a statement from Mr. Rathbone, of Jersey, that foreign opera- 
tions were much more profitable than domestic but cost savings on 
foreign production could not be passed on to the domestic consumer 
without putting domestic independents out of business. Mr. Rath- 
bone stated that domestic producers are not in a sound economic 
position : 


He has not been so far the last several years, and the evidence 
on that, I believe, is indisputable. It is perfectly true that 
profits from our foreign operations * * * are very large and, 
as I said to you, | certainly would not want in any way to ever 
be accused of trying to utilize profits from foreign operations 
to destroy anything in the United States. 


If the consumer cannot obtain the foreign product at a lower price * 
and the domestic industry is endangered by a restriction of markets, 
why should the taxpayer be asked to continue to subsidize foreign 
production only to make profits for the foreign operator? 

A discontinuance of foreign depletion would, at least in the short 
run, result in the payment of more tax dollars to the United States 
Treasury. A tabulation placed in the record by Aramco during the 
hearings * shows that on the present tax base the United States 
Treasury would obtain from Aramco $61 million plus in 1955 and an 
estimated $63 million plus. in 1956 if the foreign depletion allowance 
was removed from the tax statutes. The schedule submitted by 
Aramco is as follows: 


ScHEDULE II.—Effect of percentage depletion on aggregate United States tares 


[Thousands of dollars] 


1955 | 1956 esti- 
mated 
1. Taxable net income 339, 831 353, 178 
2. Percentage depletion 148, 167 152, 006 
3. Taxable net income without percentage depleticn 487, 998 | 505, 184 


4. United States income tax without percentage depletion. - 61, 010 | 63, 233 


For the above reasons, it is suggested that this subcommittee may 
wish to recotimend that the 27% percent depletion allowance granted 
petroleum producers be limited to production within the United States 
and its Territories. 

42 Hearings, p. 1259, 
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FOREIGN CONTRACTS 


The oil industry is a globial industry. As a result, it must, and 
does, enter into most important and far-reaching contractual arrange- 
ments with many, if not all, of the sovereign nations. The extent and 
far-reaching consequences of such contractual arrangements were per- 
haps best expressed by Mr. Rathbone, of Jersey Standard, in answer 
to questions put to him by Senator Kefauver. Mr. Rathbone testi- 
fied in part as follows: 


Now, as Mr. Coleman has said, when we operate in a for- 
eign land, we have to do it under a contract with a sovereign 
government, because the mineral rights in almost every other 
country in the world belong to the government and not tothe 
private citizen. We have no option except to formulate a 
contract with the government. 


Mr. Rathbone then explained that because of this fact it was 
essential to have the backing and support of the United States in 
situations where the foreign government did not. see fit to honor its 
contracts. He advocated the following as a necessary part of United 
States foreign policy: 


Any government which by unilateral action abrogates 
any agreement made by that government may expect the 
United States, either singly, in conjunction with other coun- 
tries, or through the United Nations, to take such economic 
measures and abrogate any agreements with the offending 
nations as the United States may see that the circumstances 
warrant. 


Similarly, the industry is constantly working out arrangements on 
a nongovernmental level which have a direct effect on the commerce 
and foreign policy of the United States. 

As disclosed in the record of the oil hearings, the Federal Govern- 
ment ordinarily is not aware of the agreements reached which may 
affect national or international policy or which may violate antitrust 
or other Federal statutes. 

The problem to which I am presently addressing myself is the effect 
and intent of secret actions taken abroad by American corporations, 
frequently through subsidiary and affiliated corporations created under 
the laws of foreign lands, which may affect United States foreign policy 
or the American tradition of competitive private enterprise. 

It is a matter of public importance when an American company 
enters into an arrangement or contract with a British company under 
the terms of which the world’s largest oil reserve is divided between 
the two companies to the exclusion of all competitors. It is important, 
too, when an American company agrees to sell its oil only to four 
specified purchasers in predetermined percentages of production. “ 

During the course of the hearings there was introduced into the 
record a copy of the complaint file d by the Department of Justice in 
the so-called cartel case. This complaint sets forth a number of 
contracts and agreements entered into by American oil companies 
engaged in foreign production, and alleges that such contracts and 
agreements were in restraint of trade.“® Among such w ere the 
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Achnacarry agreement and Red Line agreement of 1928 and 1948, the 
so-called memoranda for European markets agreements of 1930, 
the Heads of agreement for distribution of 1932, the Socony-Anglo- 
Iranian pure hase agreements of 1947 and 1948, the sterling and dollar 
loan agreements of 1948, the Jersey-Anglo-Iranian purchase agree- 
ments of 1947 and 1948, the Vaduz agreement of 1931, the Gulf- Shell 
crude-oil agreement of 1948, and others. These contracts, all of which 
had international importance and effect on the economy of this 
country, were not brought to public attention except by investigations 
conducted by congressional committees or Government agencies in 
prosecutions under the antitrust laws, and then many years after 
execution. 

Such matters are of sufficient importance so that at the very least 
the American Government ought to be informed. If it had been 
necessary to make all such agreements public, not only would many 
have not been entered into, but the web of restrictive activities as 
alleged in the cartel complaint would have been revealed in its true 
perspective to the American public and the Government. 

The United States Government and its people should know all the 
facts prior to undertaking international commitments. It is therefore 
suggested that legislation be recommended requiring all companies 
subject to the jurisdiction of the United States to register with an 
agency of the Government all contracts or agreements which may have 
restrictive effects upon the foreign commerce of the United States. 


PRICING STRUCTURE IN THE OIL INDUSTRY 


There was evidence developed at the hearings which indicates that 
the pricing pattern in the oil industry is noncompetitive.” The 
product price structure in the petroleum industry, particularly as it is 
exposed at the corner filling station, has resulted in a widespread 
public belief that oil is sold on a follow-the-leader basis." 

The legal problem is not necessarily the uniformity of price, but 
the uniform manner and method by which such prices are arrived at 
and maintained. To understand the problem and its economic effects 
one should understand something of the background of product pricing 
in the industry. 

Prior to 1911 the Standard Oil trust operated through its subsidiary 
companies in specified areas of the United States. Each subsidiary 
maintained its predetermined market area. Inasmuch as such sub- 
sidiaries sold about 90 percent of the petroleum products in its market 
area it was necessarily the market price leader. The decree of 1911 
divorced 47 companies, among them the 9 principal marketing com- 
panies of New Jersey. ( ‘onsiderable history of oil pricing patterns is set 
forth in the 1928 Federal Trade Commission Re port on the petroleum 
industry. Up to 1918, each of the nine companies maintained the 
geographical boundaries of its historic marketing area.” In that year 
the Atlantic Refining Co, invaded the Standard Oil Company of New 
York’s market area in New England. Following this first encroach- 
ment, seven of the former Standard companies invaded each other’s 
““@ Hearings, pp. 906, 1326, 1329. 
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territories. However, the invading companies observed the price 

structure of the market leader whose territory they had invaded. 

From 1918 to 1941 each of the nine companies published weekly in the 

National Petroleum News the tank-wagon prices at which it was 

selling gasoline to service-station operators, fuel oil to householders and 

heavy fuel oils to industrial plants, for practically all of the principal 
cities in its area. 

The market areas and companies posting for such areas are as 
follows: 
ae Oil Company of New York (now Socony Mobil Oil Co., 

Inc.): Maine, New Hampshire, Vermont, New York, Massachu- 

setts, Rhode Island, Connecticut. 

The Atlantic Refining Co.: Pennsylvania, Delaware. 

Standard Oil Company of New Jersey (now Esso Standard Oil Co.) 
New Jersey, Maryland, Virginia, West Virginia, North Carolina, 
South Carolina, Tennessee, Arkansas, Louisiana. 

Standard Oil Company of Ohio: Ohio. 

Standard Oil Co. (Kentucky): Kentucky, Mississippi, Alabama, 
Georgia, Florida. 

Humble Oil & Refining Co. (up to 1941, The Texas Co. thereafter) 
Texas. 

Standard Oil Co. (Indiana): North Dakota, South Dakota, Nebraska, 
Kansas, hay Minnesota, lowa, Wisconsin, Illinois, Indiana, 
Michigan. 

Continental Oil Co.: Wyoming, Montana, Idaho, New Mexico, 
Oklahoma, Colorado, Utah. 

Standard Oil Company of California: Arizona, Nevada, California, 
Oregon, Washington. 

In 1942, the Office of Price Administration set maximum prices to 
be charged for petroleum products at wholesale and retail. These 
were the prices posted on a given date by the various companies 
listed above. As already noted, such prices were to be used as a 
maximum price for all marketers in each of the designated areas 
unless a particular marketer had sold at less than that of the reference 
marketer on the date of the price order.*” 

The tank-wagon prices posted by the market leaders in their respec- 
tive areas are still published in the oil trade papers. The prices at 
which other companies sell in such areas are not published in such 
journals.** 

During the hearings on February 21, 1957, Mr. James W. Foley, 
president of the Texas Co., was quest ioned by Senator O’Mahoney 
as to increases in gasoline prices in January 1957. Mr. Foley admitted 
that the company had raised its prices, but he insisted that in so doing 
the Texas Co. had merely been meeting competition “on the up- 
swing.” He denied that the company had made cost studies as a 
basis for such price increases.* 

A number of telegrams taken from the files of the Texas Co. under 
subpena were read to Mr. Foley. Although the Texas Co. is alleged 
to be the market leader in the State of Texas, Mr. Foley insisted that 

59 National Petroleum News, published weekly by National Petroleum Publishing Co., Cleveland, 

Ohio, until April 1954 and since monthly by McGraw-Hill Publishing Co. Daily changes by market 

leaders published by McGraw-Hill Publishing Co. as Platt Oilgram Price. Service. 

Complaint, U. S. v. API, 8524, par. 50. See also footnote 48. 

8 OPA Order of October 1, 1953. 
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the Humble Oil & Refining Co. had initiated this price inerease in 
Texas. Otherwise, the telegrams bore out the pattern of market 
leadership referred to above. In the State of Pennsylvania a telegram 
of January 11, 1957, described competitive conditions in Pennsylvania. 
It showed that Texas followed Esso Standard Oil Co. in New Jersey 
and Pennsylvania as to gasoline. As to fuel oil in Pennsylvania, Texas 
delayed action pending price postings by Atlantic Refining Co. In 
other telegrams it was disclosed that Texas followed the Standard Oil 
Company “of Kentuc ‘ky’s price increase throughout the latter’s market- 
ing territory. When the Carter Oil Co. Taised gasoline prices in 
Montana, Texas did not follow Carter but waited for Continental to 
go up. In two telegrams Continental was referred to as the “‘major 
competitor.’’ In Arkansas, Louisiana, and Tennessee, Texas followed 
Esso Standard.® 

On May 13, 1957, the subcommittee received a communication 
describing this problem as it currently relates to the Pacific North- 
west. The writer stated in part: 


On April 25, the Standard Oil Co.in Portland, Oreg., 
raised the price of fuel oil PS No. 300, 15 cents per barrel, 
making the posted price in Portland, $4.20 per barrel. This 
is the sixth increase in a progressive price rise from $3 to $4.20 
or 40 percent, during the past 18 months. As is the usual 
custom, all other major oil companies in Portland, within a 
period of a few days, made the same increase. 


The subcommittee did not attempt to develop such pricing evidence 
further as the Department of Justice is presently conducting a grand 
jury investigation at Alexandria of possible collusion in the tank-wagon 
price for gasoline throughout the United States. 

The price of crude oil is the basis for all product prices in the 
industry. In the United States over 50 percent of crude is produced 
by nonintegrated businesses; many are small and have limited capital. 
Because of the dominant position of the majors, and particularly the 
five largest American international oil companies, the great number 
of small producers have little, if anything, to say about the price at 
which they must sell their product or the cost of extracting the oil 
from the earth.” The control over price lies with the integrated 
international companies.* The members of MEEC, for example, 
produce 30 percent of the domestic crude oil in this country and 
refine more than 50 percent of the oil at domestic refineries.” 

Domestic crude oil prices are the prices, posted by the integrated 
companies, at which they are willing to buy an independent producer’s 
oil. Costs are to a great extent stabilized by the overall market made 
available to the independent producer by the same majors. Mr. W. 
M. Vaughey, who appeared as a witness before the Subcommittee, 
testified as follows: 


The producer, therefore, has no control over the price at 
which he sells. He likewise has little control over the amount 
of oil he sells. 


55 Thid. 
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The cost of producing oil is related to the number or barrels produced 
over the man-hours involved plus the cost of materials and supplies.” 
Thus, by creating a market situation whereby there is a demand for a 
limited number of barrels per day from a well with a much greater 
MER, the extraction cost per barrel of the oil taken from the well is 
increased. With foreign markets, formerly served by United States 
oil, taken over by Middle East production, and increasing imports 
further restricting the domestic market for crude, the domestic pro- 
ducer must obtain a higher and higher price for his limited daily 
production of oil or operate ataloss. Yet, he can obtain the higher 
price only when the market leaders find it desirable to post an increase. 

In 1952 the Select Committees on Small Business of the Senate and 
House issued a report dealing with the role of the major international 
oil companies and their plans for Middle East oil. One of the con- 
clusions reached on page 1 of this report was that the future role of 
the domestic industry in world oil— 


will be a minor one serving only to maintain desired price 
levels for the rest of the world, based on the high United 
States costs of production.” 


As pointed out above, this forecast may have been extremely accurate. 
It is necessary to understand the pricing procedure to understand the 
complexities of the problem. 

World oil pricing is accomplished in accordance with a formula 
carefully worked out by the international oil companies. World 
prices for an internationally traded commodity are generally related, 
with variations determined by transportation costs and artificial 
barriers such as tariffs. The absolute price level would normally be 
determined like that for any commodity in the domestic market by 
the interaction of buyers and sellers. A fundamental assumption, 
however, is that there is a sufficiency of both buyers and sellers so 
that a price will be determined by market forces. As soon as one 
participant, either as a large buyer or as a large seller, realizes that 
his actions influence the market, a fundamental basis of competition 
is destroyed. This seems to be the picture in the international oil 
industry. We have a few international companies engaged in jointly 
owned enterprises such as the Iranian consortium, Aramco, the Caltex 
companies, Standard-Vacuum, and the many other joint enterprises 
referred to previously. In a structure such as this, pricing has lost 
its independent market function and has become subject to formula 
and bargained agreements. By what method do the Big Five execu- 
tives switch their thinking from ‘“‘cartelize’’ when dealing with the 
other four in Europe to ‘“‘compete” when dealing with the same people 
in the United States? 

This is not to say that change has vanished. There are still chang- 
ing conditions to adjust to, new bargaining positions, new exvecta- 
tions, new markets and new sources of supply. But the efficient 
results of competitively determined prices are not achieved. 

Few in the industry have an option to make a price move. The 
independent in this industry can look for oil, but once he has a well, 
as Mr. W. M. Vaughey told the subcommittee: “ 

6! Hearings, p. 887. 
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The producer does not set the price for which he will sell 
his oil. That price is determined by the purchaser, not the 
wae 

* * * The producer, therefore, has no control over the 
price at which he sells. He likewise has little control over 
the amount of oil he sells. He cannot withhold his pro- 
duction. 


When the United States was the major oil exporter, international 
oil prices were generally United States gulf prices plus transporta- 
tion. With the rise of other major producing areas, complexities 
could be expected. With the discovery of tremendous producing 
areas in the Caribbean and the Middle East,” areas in which produc- 
tion costs were so much less than in the United States, in any normal 
market some disturbance to pricing patterns could be. expected. 
United States production declined from 70 percent of total world 
output in 1923-27 to 66 percent in 1945 and to 43 percent in 1956.% 

‘Lhe importance of United States exports of crude oil and products 
has declined drastically in importance in relationship to world. produc- 
tion and consumption in the last three decades. As world refinery 
capacity has increased, crude oi! has become a more important article 
in world commerce. United States crude exports as a percent of non- 
United States production of crude has declined from 5 percent in 1930 
to less than 1 percent in 1956; the sum of United States crude and 
product exports as a percent of non-United States crude production 
has declined from 31 percent in 1930 to 4 percent in 1956.” 

Through a period in which the United States has declined drastically 
as a factor in the international pricing of crude oil, the basis for inter- 
national oil pricing has shesmatlaelaaeeiie little.* The basis for pric- 
ing has shifted from a United States gulf price to a combination United 
States Gulf-Caribbean price structure. Other areas of the world 
continue to base prices for crude on the United States Gulf-Caribbean 
price structure with adjustments for transportation.” Thus, Middle 
East crudes are not priced on the basis of cost, but on equalization of 
selling price at a common market, Western Europe—according to 
Mr. Jennings of Socony.” 

The crude-price changes in the Middle East during and after the 
Suez crisis are illustrative of this pricing structure. Socony, as Mr. 
Jennings suggested, bases its Middle E ast prices on the laid-down 
price in Western Europe. Following the closure of the Suez Canal, 
United States Gulf and Venezuelan prices rose, thus raising prices in 
Western Europe. With a rise in the W estern European price, the 
price at the eastern end of the Mediterranean rose, but since the canal 
was closed, transportation cost to the Persian Gulf also rose, so that 
for a given price in London, for example, freight became increasingly 
important as a deduction from the London price on a trip from the 
Persian Gulf in comparison with a trip from the pipeline at the eastern 
end of the Mediterranean. It could therefore be expected that when 
the Suez Canal opened, the deduction from the London price for 
crude in the Persian Gulf would decline and the Persian Gulf oil price 
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could rise. It is of interest that the British were the first to allow 
their ships to transit the canal and it was British Petroleum Ltd., 
which led the Persian Gulf price increase recently. All other com- 
panies posting prices in this area have followed.” 

On January 3, 1957, the price of domestic crude oil was increased 
at the gulf coast by Humble in amounts depending on grade and 
location, of 25 to 45 cents per barrel.” By the 27th of January, such 
increases had spread across the Nation and had followed through into 
products, such as fuel oil, distillates, gasoline, and other petroleum 
products. Such price increases have now completed the global cir- 
cuit. As has been pointed out above, the last increases in the Persian 
Gulf again brought the international pricing system back in balance 
in accordance with the established formula. 

Such increases were not the result of cost studies or even a uniformity 
of need for a higher return on investment. As stated by Mr. Baker, 
then with Humble, “there is no census of costs in the industry and 
the costs between various areas and various operators vary widely.’’” 
They were apparently the result of a calculated estimate, on the part 
of international oil companies, concerning the point which would re- 
turn the highest profits to them without killing the goose. 

On December 12, 1956, Jersey Standard caretully considered the 
effect of petroleum price increases on Humble’s “financial outlook.”’ 
The memorandum setting forth this material states that ‘Comp- 
troller’s has worked out the effect of various assumptions on Humble’s 
financial outlook in 1957, as follows.’”’ This study then discloses that 
an increase of 25 cents per barrel in the price of crude by Humble, 
related to Humble’s pre-Suez output of 380,000 barrels per day, 
would raise Humble’s net after taxes by $17.5 million. - The increased 
European demand resulting from the closure of Suez made it possible, 
according to the estimate, for Humble to move an additional 48,000 
barrels per day. The 25-cent increase on this production, ace ording 
to the calculation, would amount to $2.5 million. The memorandum 
then states: ‘“The combined effect of a price increase and an increase 
in output resulting from the Suez crisis would be to raise Humble’s 
net income by 46 million. If, in addition, product prices are raised 
to reflect the crude price increase, Humble’s net would raise by 50 
million.” ™ 

A similar study considering the overall Jersey Standard profit 
picture was placed in memorandum form on December 13, 1956.” 
Paragraph 2 of this document states: 


It is estimated that at the present volume of business the 
consolidated net earnings would rise at an annual rate of 
$100 million if an increase of 25 cents per barrel occurred in 
the price of crude, assuming that product prices also rose 
accordingly. 

It was estimated that such price advances cost the American con- 
sumer about $1 billion and the military $84 million.”* The record on 
this point is interesting. Senator Kefauver asked Mr. Rathbone: 

“What did the consumers get the benefit of?” 

Mr. Rathbone replied: 
7! Hearings, Petroleum Times, January 18, 1957, and Petroleum Week, May 28, 1957. 
72 Hearings, pp. 764 and 776. 
73 Hearings, p. 798. 
™ Appendix, p. 2117. 


> Appendix, p. 2322 
76 Hearings, p. 286. 
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“They got nothing but an assured supply of oil * * * and a higher 
price, certainly,”’ 7 

Such increased profits were not confined to domestic operations. 
An analysis of the increased returns resulting from price advances of 
Middle East oil which oceurred in January and May 1957, shows they 
averaged 19 cents per barrel. Assuming that the Middle East 
produces in 1957 at least the amount it produced in 1956 (1,258 million 
barrels), the price increases will net the international oil companies 
$239 million more during the year. The American companies’ share 
of this increase amounts to approximately $138 million.” 

According to a Jersey Standard executive committee memorandum 
dealing with possible price increases, dated December 4, 1956, the 
Jersey Standard complex of companies were carefully analyzing the 
mechanics of price advances long before such increases were placed in 
effect. I quote the following from this memorandum: ” 


Mr. Brice [of Carter Oil Co.] advised that he would look 
for a rise in the price of crude to occur first in the United 
State gulf coast and then be followed by increases in the 
midcontinent and Rocky Mountain areas, although in the 
latter two areas the average amount of any increases might 
be somewhat lower than the average in the gulf. He also 
expressed the hope that any changes would occur selectively 
and not on an across-the-board basis. 


Mr. Rathbone, in his testimony, conceded that Mr. Brice was asked 
for his opinion on crude pricing. Furthermore, when the increase 
was placed in effect on January 3, 1957, by Humble, the result was as 
forecast by Mr. Brice a month earlier.” 

The record clearly shows that, insofar as crude prices were con- 
cerned, Jersey Standard, through Humble, was the market leader in 
the United States, and that its pricing practices first announced for 
the gulf coast area were followed by the industry generally. Mr. 
Baker, during his appearance as a witness before the subcommittee, 
was asked whether the question of price had been discussed between 
Humble and Jersey Standard prior to placing the increase in effect 
on January 3, 1957. He replied that about December 26, 1956, he, 
and Mr. Rathbone met in Baton Rouge, La., and discussed the antici- 
pated price increase. Baker testified: ‘‘I indicated to him that we 
had in mind to try to adjust some of the inequities existing in the 
values of several crudes and that we would probably scale those 
advances in accordance with relative values.”” At this meeting, Baker 
quoted Rathbone as stating that the “price increase was past due.” ** 

Pressure was mounting for some time within the industry for a crude 
oil price increase. *? The above documents and testimony indicate the 
intention of the dominant buyers. The Suez crisis provided the 
pretext which the industry felt would justify the increase. In its 
public release announcing the price increase, Humble stated that a 
principal reason for the increase was to obtain adequate supplies to 
meet the domestic and European needs. It developed that this widely 
heralded justification for the price increase was without foundation. 
Mr. Baker was asked whether the price increase of January 3 increased 

™ Hearings, p. 1244. 

7® World Oil, February 15, 1957, p. 214, and Petroleum Week, January 17 and May 28, 1957. 

Appendix, p. 2386; also hearings, pp. 1104-1105 

* Hearings, pp. 1104-1106. 


*"! Hearings, pp. 791-793. 
® Hearings, p. 1783. 
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the availability of oil supply for shipment overseas. He replied, ‘‘As 
far as I know, it has not.” Mr. Baker also conceded there had been 
no substantial increase in cost as a result of the Suez crisis.** 

The record reveals the Government was on notice from an early date 
concerning the possible crude oil price increase. But Government 
officials repeatedly asserted before the subeommittee that they had no 
statutory authority to control prices and that they could take no 
responsibility for keeping prices down. The Government elected to 
delegate responsibility for the oil lift program to private oil companies, 
but it indicated little concern and made no appreciable effort to utilize 
the influence of Government to curb price increases.* 


8 Hearings, pp. 783-785, 789. 
“ MEEC minutes, meeting No. 4, appendix, pp. 1865-1866. 





STATEMENT OF DR. PAUL H. BANNER, ECONOMIST 


This presentation to the subcommittee will cover four topics: 
A general discussion of the membership of the MEEC, the statistics 
of the oil lift program, its necessity and its effectiveness; the problem 
of imports; and lastly, the efforts of an independent company to build 
a pipeline. 

A reading of the transcript of subcommittee hearings and the volumi- 
nous material supplied by the various companies leaves an indelible 
impression that this was a program conceived by the major oil com- 
panies and cast in the mold which fitted their interests. This may 
have been logical to those who prepared the program. Was it the 
method for a program, vested with public interest, affecting many 
segments of the American economy, and which was part of United 
States foreign policy? 

The ineaeberektp of the MEEC consisted of the major companies and 
their affiliates, some of which shipped no oil to Europe. There was 
no representation of other segments of the industry not engaged in 
foreign operations. 

The Information Subcommittee of the MEEC declared in a report 
issued March 1, 1957, that the Director of the ODM “invited United 
States petroleum companies engaged in foreign operations to partici- 
pate in this agreement.’ Secretary Seaton informed the subcom- 
mittee that American oil companies engaged in foreign operations 
were invited to participate in this emergency action.?. From Mr. 
Wormser the subcommittee learned that every large operator in the 
foreign field was put on the committee and each had marine transpor- 
tation and foreign operations and that there were no others.’ Thir- 
teen invitations were originally sent to corporations. It was ap- 
parently assumed that it was sufficient to have the major international 
firms which control the bulk of foreign and domestic oil on the com- 
mittee and that only the integrated companies were necessary to 
operate the program successfully. 

It was assumed, following the Suez crisis, that there were ample 
petroleum supplies in the world but insufficient transportation facili- 
ties to supply consuming areas in Western Europe. The answer 
offered to the closure of the canal was a redistribution of tanker 
schedules to minimize transportation and maximize deliveries to a 
particular part of the world. Tankers were, apparently, the key. It 
was generally accepted that pressure upon tanker rates would cause 
a rise in the spot market‘ and pressure upon oil prices in Western 
Europe, yet not one tanker operator, whose sole business is the trans- 
portation of oil, was invited to cooperate with the committee in spite 
of the fact that tanker rates were an important factor in the pricing 
of oil in Europe. 

1 Report included in appendix to hearings, p. 1994. Mr. Flemming stated to the subcommittee that in 
issuing invitations the test was whether the company participated in foreign operations. If it participated 
then it was invited, hearings, pp. 27-28. 

? Hearings, p. 488. 


> Hearings, p. 81. 
4 Minutes, meeting No. 40 MEEC, September 19, 1956, p. 6; appendix, p. 1861. 
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With regard to Mr. Wormser’s belief that there were no other 
firms operating in the foreign field, Sun Oil Co., for example, is a 
fully integrated firm with oceangoing tankers, production outside the 
United States, and marketing subsidiaries in Europe. In December 
and January it shipped more petroleum products to Europe than did 
some of the MEEC members:’ Yet it was learned that this. firm 
rever received an invitation to become a member of the MEEC.® 
lt is of interest that Sun has never been a party to the various inter- 
national oil agreements which the Department of Justice charges in 
its cartel suit violate the antitrust laws. The Atlantic Oil Co. is 
another firm with foreign interests which was not made a member of 
the MEEC. 

Mr. M. H. Robineau, president of the Independent Refiners Asso- 
ciation of America, in his presentation to the subcommittee said that 
in November his organization expressed concern over the failure of the 
Government to include the independent refining segment of the oil 
industry in plans to meet the Suez problem. Even prior to that time, 
in July, his organization offered its cooperation in the Suez emergency. 
Mr. Hugh Stewart answered that he was “certain that, in the future, 
as in the past, the independent refiners of this country-will assist their 
Government whenever so requested.”” On January 7, a month after 
indication that petroleum operations within the United States could 
be affected, Mr. Robineau was finally invited to Washington and 
given the data he believed necessary to make an analysis of the problem 
of supplying oil to Europe.’ 

Mr. Robineau’s suggestions as to how the problem of oil to Europe 
should have been handled were different from the plan adopted. The 
independent refiners were interested in the program from July on, 
and attempted to secure consideration of their position, but were 
not called upon until long after all decisions had been made. 

Russel B. Brown, general counsel of the Independent Petroleum 
Association of America, testified that, beginning last August, his 
organization wrote to the Director of ODM expressing concern about 
giving antitrust immunity to MEEC companies for actions within 
the United States. Upon assurance that only foreign areas were 
affected, his organization concluded that no useful purpose could be 
served by a domestic producer being on the committee. His under- 
standing was that the primary purpose of MEEC was tanker pooling 
and the direction of tanker movements. He felt that, if his organiza- 
tion had known that the MEEC embraced actions affecting domestic 
operations, his organization would have asked the Government to set 
up an organization into which the Independent Petroleum Association 
of America could appropriately fit.* 

Who are the members of the MEEC? Listed in the attached state- 
ment are the member companies, their assets as of December 31, 1956, 
and their sales and profits in 1955 and 1956, In the case of jointly 
owned companies, ownership is footnoted. After the billion-dollar 
corporations, size drops rapidly, and the smallest firm is American 
Independent Oil Co., in which various oil companies have an interest. 

5 Appendix, p. 2826. 
6 Letter from Robert G. Dunlop, president, Sun Oil Co., March 14, 1957, appendix, p. 2823. 


? Hearings, p. 467. 
* Hearings, p. 340. 
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Assets and earnings of members of Middle East Emergency Committee 


[In thousands of dollars} 





| Gross income Net income after | Pereent 
Assets, taxes increase 
DP Me Ecce pected ee arsine ee 
| 1956 | 19 
1955 | we | 1955 | 1956 
Aeieiceeneae Diemniarsaltin Na agsstti tena eee atl ? ‘ fed. | Dod deh tl 
Standard Oil Co., New Jersey - -- ; 7, 901, 530 | 6, 272, 441 | 7, 126, 855 | 709, 310 808, 535 | 14.0 
Gulf Oil Corp... .....| 2,872,270 | 1,895, 670 | 2,339,715 | 218,064 | 282,658 | 29.6 
Socony Mobili Oil Co., Inc. ; , --| 2,819, 619 | 2, 458, 382 | 2,750, 300 | 208, 347 | 249, 505 | 19.8 
The Texas Co___. | 2, 504,130 | 1, 767, 266 | 2,046,305 | 262,730 | 302, 263 | 15.0 
Standard Oil Company of California.. 2, 041,373 | 1, 277, 840 1, 452, 521 | 231, 139 267, 891 | 15.9 
Sinclair Oil Corp- -- 1, 473, 269 | 1, 110, 067 1, 180,102 | 80,710 95, 906 | 18.8 
Cities Service Corp 1, 197, 863 | 1 728,871 | | 767,148 53, 261 65, 832 23.6 
Creole Petroleum Corp.?_. 1, 131, 008 856,311 | 989,316 | 202,944 | 336, 434 14.8 
Tidewater Oil Co.3__ 679, 563 481, 548 | 525, 814 37,790 | 37,990 | 5 
Standard Vacuum Oil Co,*. __. 5 634, 369 767, 498 | (®) 41,086 | 732,000} (22,1) 
Arabian American Oil Co.’ 471, 396 724,605 | 748,899 | 272, 269 280, 812 3.1 
Getty Oil Co._. 163, 413 14, 000 16, 287 | 11, 182 7, 388 (29. 5) 
Venezuelan Petroleum Co.°_ 88, 279 31, 238 | 40, 121 5,039 | 9,152 | 81.6 
Caltex Oil Products Co." | 61, 442 85,844 | 106, 068 483 | 469 | (2. 9) 
American Independent Oil Co."! 18, 947 6, 966 5, 338 569 | 1,867 2281 


| 
| 


1E Excluding sales of cauchéaed oil. 

295 percent owned by Standard Oil Co., New Jersey. 

§ Controlled by Getty Oil Co. 

4 Ownership: Standard Oil Co., New Jersey, 50 percent; Socony Mobil Oil Co., 50 percent. 

5 Dec. 31, 1955. 

*Not available. 

? Estimated. 

§ Ownership: Socony Mobil Oil Co., 10 percent; Standard Oil Company of California, 30 percent; Stand- 
ard Oil Co., New Jersey, 30 percent; the Texas Co., 30 percent. 

§ 96 percent owned by Sinclair Oil Corp. 

10 Ownership: Standard Oil Company of California, 50 percent; the Texas Co., 50 percent. 


1! Year ending July 31 (ownership): Percent 
Phillips Petroleum Co c : onpln tivtatte cine Rade 
Hancock Oil Co- -_- vadee .. 15.08 
Bisel Aes GO: ... 2664 is Jones. iS. a elas AL he wisi ct 34d oe . 15.08 
DE I anh nw cialanrs oceania dhienad Esashi dana 12. 71 
Ralph K. Davies. -. ; ; --. 8&2 
J. 8. Abercrombie____- ; es 6. 35 
Crescent Corp. sonal ose ae 
Sunray Mid-Continent Oil Co-_. ve ’ speincyht hit 2. 65 
Globe Oil & Refining Co___. wweinit se 
Lario Oil & Gas Co dot biel 1. 59 

Total... ‘ - ; ; cate 29 ile dutin Ida panne 100. 00 


Source: Company reports; Standard & Poor’s Corp. Records. 


Of the 15 original members of MEEC, 3 are jointly owned by 
other members of MEEC: Arabian American Oil Co. (Aramco) 
owned by the Texas Co., Socony Mobil Oil Co., Standard Oil Company 
of California, and Standard Oil Company, New Jersey, hereafter re- 
ferred to as Jersey. Caltex Oil Products Co. is jointly owned by the 
Standard Oil Company of California and the Texas Co.; Standard 
Vacuum Oil Co. is jointly owned by Jersey and Socony Mobil. Two 
other members of the MEEC are almost 100 percent owned by other 
members; Creole Petroleum Corp. is 95 percent owned by Jersey, 
and Venezuelan Petroleum Co. is 96 percent owned by Sinclair Oil Co. 
One other firm, Tidewater, is 14 percent owned by Getty Oil Co., 
another member of MEEC. But such listing gives only a small indi- 
cation of the complex ownership pattern which exists in the industry. 
There is no major American oil company not affiliated in some venture 
with other major companies in this industry. Aramco, the Iranian 
consortium, and the Iraq Petroleum Corp. (IPC) are the best known 
joint ventures. In other sections of the world, similar relationships 
also exist. In the annual report of the Standard Oil Company of 
California for the year 1955, a section was devoted to the company’s 
operations in the Eastern Hemisphere. The company reported that 
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“competition in the international oil markets continued to intensify.” 
Yet, in every activity in which it was supposedly competing in this 
area, it was associated with another company as a partner in 
“competition.”’ 

In response to requests from the subcommittee, the various members 
of the MEEC provided the names of all their subsidiaries and affiliated 
corporations. From this material the staff has been able to identify 
about 100 corporations, 23 of which are pipelines, in which 2 or more 
MEEC companies are associated as joint owners. There were an 
additional 175 corporations in which MEEC members held stock 
interests with other non-MEEC companies, mostly in oil. 

The California Texas Corp., 50 percent owned by Standard of 
California and 50 percent by the Texas Co., has over 50 subsidiaries 
which, in turn, own other subsidiaries. There are various other 
joint Caltex companies, one of which is the Caltex Oil Products Co., 
a member of MEEC. Two Caltex companies are associated with 
Socony Mobil in a British Company, the Associated Ethyl Co., Ltd. 

In Colombia, the Texas Co., one of the Caltex partners, is associated 
with Socony in joint ownership of Colsag Corp., which produces, 
refines, and transports oil. In Venezuela, the Texas Co., is a one-third 
owner of a refining company, the remaining two-thirds being owned 
by a subsidiary of Gulf. 

Gulf and Jersey, operating through a holding company, control 
various French companies. They are also associated in ventures in 
Denmark and Venezuela. In the latter country, Gulf’s subsidiary, 
the Mene Grande Oil Co., shares certain concessions with the Creole 
Petroleum Corp., 95 percent owned by Jersey. The latter firm is 
associated with Shell interests in various firms in Germany and the 
Netherlands. In Germany, Jersey is also associated with Socony. 

Joint is a word that pervades oil-company reports. Recently, 
announcement was made of a new refinery to be constructed in 
Turkey, jointly owned by Socony, Caltex, British Petroleum, and 
Shell interests.° : 

Joint ownership is particularly noticeable in the pipeline trans- 
portation of petroleum, especially in this country, a review of which 
has been given by Mr. McHugh. As described elsewhere, transporta- 
tion has been a particularly important method of control in the 
petroleum industry from its earliest days. The same is still true. 

Corporate interrelationships are not confined to firms operating in 
the oil industry. The Texas Co., for example, has entered into many 
joint ventures with various other firms. his firm. is affiliated with 
the New Jersey Zinc Co., the Shattuck Den Mining Corp., the United 
States Rubber Co., American Cynamid Co., and the Columbian 
Carbon Co. in separate ventures. 

The pattern of joint ownership which pervades the oil industry is 
not a pattern which would be ascribed to a competitive industry.’ 
It is a pattern, however, which the oil industry has apparently adopted 
in extending its activities into new areas, geographically and techni- 
cally. The companies which are members of the MEEC are inter- 





® Statement of Mobil Overseas Oil Co., a subsidiary of Socony Mobil Oil Co., as reported in Standard 
Corp. records, April 11, 1957, p. 5251. 

10 Tn discussion of this conclusion Senator O’Mahoney referred to the United States court opinion in 
U. S.v. Minnesota Mining and Mfg. Co., 92 F. Supp. 947 (1950). In this case the court, referring to a jointly 
owned firm operating abroad, stated, ‘‘The intimate association of the principal American producers in 
day-to-day manufacturing operations, their exchange of patent licenses and industrial know-how, and their 
common experience in marketing and fixing prices may inevitably reduce their zeal for competition inter- 
est in the American market.” 
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twined in a complex of interlocking relationships. When such 
companies are combined in an industry organization to administer 
the oil lift program, a further weakening of competition in the oil 
industry is certain to result. 


THE RESULTS OF THE OIL LIFT PROGRAM 


In discussing the oil-lift program, three aspects will be covered: the 
goals of the program, what was accomplished, and the cost. 

The goal spoken of is not the 3 million barrels of oil per day which 
normally Europe received, but the goal set out for United States 
shipments. 

It would appear only reasonable to expect that the Congress could 
be supplied with adequate statistics as to objectives and performance 
of a program sponsored by the United States Government and sup- 
posedly monitored by its officials. The testimony of the officials who 
appeared before the subcommittee at worst could be interpreted to 
mean that since objectives had not been achieved, there was a natural 
reluctance to supply the subcommittee with complete information con- 
cerning the original objectives; at best, it could mean that they 
honestly had not prepared objectives. Mr. Flemming, for example, 
stated that he appeared before the MEEC early in September and 
specifically asked for factual information based on varying types of 
assumptions, and from company files we know there was some hesita- 
tion to prepare this.’ Mr. Flemming said that the Government had 
not established a goal toward which it was working, but that the best 
advice given was that if 500,000 barrels per day could be moved from 
the Gulf Coast area, then it would be possible for Europe to meet 
approximately 75 percent of Europe’s normal requirements.'? Mr. 
Edwin Moline of the State Department also stated that in November 
when the committee started up— 


according to best estimates, we were going to be 20 to 25 per- 
cent short of Europe’s requirements, provided they stayed 
within the range of 500,000 barrels per day which was thought 
to be within the limit of what we could quickly deliver." 


At this point, Senator O’ Mahoney asked the witness: ‘Are you talk- 
ing about crude oil and crude oil only?” Mr. Moline replied that 
“In those days we were thinking in terms of crude oil.”’* Mr. 
Stewart also stated “we had hoped to ship 500,000 barrels per day of 
crude oil.” He differentiated between a “goal’’ of 500,000 barrels 
per day of crude and fuel oil and a target of that same amount. The 
latter was defined as a hope.'® He admitted that while 500,000 barrels 
per day of crude was not reached, and the program was behind 
265,000 barrels per day, it was made up in part by the shipment of 
products,” 

In Socony Mobil files a memorandum of January 4, 1957, signed by 
C. M. Case, a vice president, discussed a meeting held with Hugh 
Stewart and Arthur Flemming in Washington.'* Case indicated that 

'! Appendix, p. tae 

2 Hearings, p. 5 

18 Hearings, p. oon. 
\* Hearings, p. 501. 
5 Hearings, p. 126. 
‘6 Hearings, p. 116. 


’ Hearings, p. 126. 
‘8 Appendix, p. 2398. 
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a memorandum prepared by him and Stewart Coleman sidestepped 
including figures on United States shipments but stuck to principles 
which ‘did not sit too well with Dr. Flemming.’”’ According to the 
memorandum this was to be used for cabinet level discussions and 
perhaps discussion with the Texas Railroad Commissioners with re- 
gard to January allowables. Case stated that from a public relations 
viewpoint “‘we are apt to worsen the situation,” as “‘we have not made 
available in the gulf anywhere near the crude which has been indi- 
cated by MEEC could be lifted.’”” In the memorandum prepared for 
Flemming it is stated that “as a result of lack of availability of oil 
in the United States gulf a number of these tankers have had to be 
sent to the Persian Gulf.’”’'® This statement can be compared with 
the initial assumption of the oil lift program that a tanker shortage 
was the real problem. 

Secretary Seaton testified on February 14 that about 10 days pre. 
viously Mr. Ralph Fowler, director of the voluntary agreement, had 
been sent to Europe by the Department of the Interior, specifically 
by the office dealing with this subject, to bring back with him the latest 
accurate figures on the European oil situation.2° The latest accurate 
figures referred to by Secretary Seaton consisted of estimates of first 
quarter available supplies for Europe, which he estimated would sup- 
ply Europe with 80 percent of its requirements for all types of oil. 
The “‘aecurate”’ figures, brought back by Mr. Fowler on February 14 
and presented to the subcommittee consisted of estimates for the en- 
tire first quarter of the year, rather than actual shipments during the 
period up to the time the Secretary testified. 

The estimates themselves are of interest. The Secretary stated 
that available supplies would come to 80 percent of normal demands 
for all types of oil products and that the latest figures showed that 
the target had been well met.*" Mr. Rathbone of Jersey stated before 
the House Interstate and Foreign Commerce Committee that during 
November and December more than 92 percent of European require- 
ments were supplied. Mr. Flemming had stated that if 500,000 
barrels per day could be moved, then only 75 percent of Europe’s 
normal requirements would be met,” and yet in this entire period 
less than 500,000 barrels of all oil products per day were shipped and, 
it was claimed that 80 percent of total requirements were met. The 
New York Times of March 31, 1957, in summarizing activities of the 
oil-lift program, declared, ‘‘Now, as during the emergency, firm 
statistics are few.” 

The obvious conclusion is that the original estimates stated by 
Mr. Flemming and Mr. Moline were correct—that originally a target 
of 500,000 barrels of crude oil or crude and fuel oil per day was antici- 
pated. This goal was not achieved, and the sum of both crude oil 
and products did not reach 500,000 ‘barrels per day until the end of 
the winter season. Furthermore, certain of the products shipped to 
Europe were not required as, for example, gasoline. 

Lest this criticism of statistical reporting appear to exist only on 
this side of the Atlantic, in a letter dated January 9, 1957, secured 

19 Appendix, p. 2398. 

%” Hearings, p. 492. 

21 Hearings, p. 493. 

22 Hearings, Committee on Interstate and Foreign Commerce, House of Representatives, February 19, 


1957 p. 262. 
23 Hearings, p. 35. 
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from Socony Mobil we learn that OKEC was ‘critical of OPEG’s 
continued failure to produce definitive figures on the supply position.’ 

The record of deliveries of the oil-lift program is of greater interest, 
however. The report of the MEEC Information Committee of 
March 1, 1957, states: 


On December 3, the MEEC was activated and took im- 
mediate action to assist in meeting the petroleum crisis. 


The committee’s programs were incorporated into schedules on 
December 7. Prior to December 7, therefore, the program was an 
individual company program without Government help, safeguards, or 
antitrust exemptions. In the report of the Information Subcommittee 
it is also stated: 


As a result of these efforts, major suppliers, despite the fact 
that it was not possible to begin the increased shipments 
until the second week of November—shipped an average of 
252,000 barrels per day of crude oil and 169,000 barrels per 
day of products to Western Europe from the United States 
during the month [November]. 


This is a total of 421,000 barrels per day of crude oil and products to 
Europe. 
A Jersey document declares: 


* * * Long before the MEEC authorization permitted 


new transportation and supply arrangements among ¢ ompeti- 
tors, individual American companies had inc ‘eased their 
shipments of United States oil to Europe by several hundred 
thousand barrels a day through changes in their own opera- 
tions.” 


Information contained in press releases of the Department of the 
Interior indicates that from November 1 to March 6, that is, for the 
entire winter season, average shipments to Europe totaled 470,000 
barrels per day of crude and products, of which only 240,000 barrels 
per day consisted of crude oil. In total, therefore, for the entire 
winter period, average daily shipments of crude oil from the United 
States were lower than in November, before the MEEC began oper- 
ating. The sum total of shipments to Europe, including products, 
from the United States, increased only from 421,000 to 470,000 barrels 
per day. Gasoline, of which Europe had more than enough, rose from 
33,000 barrels per day in November to an average of 62,000 barrels 
in December, January, and February. In the first 4 weeks of March 
shipments under the program improved. Crude oil was still not at a 
500,000-barrel-per-day level, but had risen to 387,000 and total ship- 
ments of crude and products reached 663,000 barrels per day. 

Turning from United States shipments to Europe to worldwide 
movements, analysis is somewhat more difficult. As of this date (June 
12, 1957), the MEEC has not made any statistical breakdown of 
how much oil reached Europe pursuant to schedules for which anti- 
trust immunity had been granted. 

The subcommittee requested of MEEC copies of all reports of 
action taken pursuant to schedules. Such reports of action imple- 
menting schedules, and progress reports on actions taken as had been 


*% Appendix, p..2412. 
25 Appendix, p. 2134 
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reviewed in the first six meetings of the Plan of Action Review Com- 
mittee were furnished. The most recent meeting of the review com- 
mittee was on April 12, 1957, and it was indicated that only one further 
meeting was planned to review the remaining progress reports. 
These reports would cover remaining deliveries under actions reported 
earlier. 

The planned movements as noted by reports of action, and actual 
loadings as described in the progress reports, indicate the worldwide 
activities of the MEEC companies for which antitrust immunity was 
granted. Shipments of oil under these programs refer to all exchanges 
made to conserve tanker space on international oil movements and 
represent the major purpose of the entire MEEC program. 

The reports inditate that only 7 of the 15 MEEC members reported 
any actions under schedules. These companies are: Standard Oil 
Company of California, The Texas Co., Caltex (jomtly owned by 
Standard of California and Texas), Sinclair, Jersey, Tidewater, and 
Socony Mobil. Almost one-fourth of Texas Co., and 16 percent of 
Standard of California’s arrangements were with Caltex, their jointly 
owned affiliate. 

The action and progress reports were analyzed separately. For 
example, an action report could describe an arrangement to exchange 
4 million barrels over a 4-month period. Others could refer to single- 
tanker movements. Progress reports, however, refer to actual load- 
ings of tankers in fulfillment of arrangements. In order to measure 
the impact of the program, the actions were analyzed with reference 
to the months in which deliveries were anticipated. In addition 
actual monthly loadings were totaled from progress reports. For 
example, if an arrangement was described as extending from January 
through March it was assumed that shipments would be spread over 
the entire period uniformly. All data were converted to barrels per 
day for comparative purposes. 

The results are as follows: 


Actions taken implementing schedules under plan of action 


[Barrels per day] 


Movements | Actual load- 


undertaken | ings as per 

for ship- progress 

ments to | reports 

Europe 
Oe .io). ooh 3k iz sal s i L bdé d bold sin dddehto qath ally 117, 486 | 77, 264 
January -.......- pli dds than oie’ se , ones piety 178, 422 | 191, 005 
February-.-------- Speina atic . pweidhre tas bight i Laat 214, 598 | 154, 828 
RS eee Sb as wih te 96 gd= aes tb a4 gato ~dug tbe ‘ 198, 783 90, 148 
_— Fini ale aba edoekelgs ether ‘ a4 ‘ peal 116, 635 | (") 
BEAT. «.~-~-<. Ji, de ahh dub ih cede ddaknn dds sik sddiedds-} 17, 774 | (*) 


1 Not available. 


The table indicates that while arrangements may have been made in 
December, actual loadings for shipment, arranged pursuant to MEEC 
schedules, first became significant in January. 

The importance of these planned movements and actual deliveries 
lies in their ratio to actual European imports from the free world. 
According to reports of the statistical subcommittee of the MEEC 
total imports to Europe west of Suez during the first quarter of 1957 
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were to average 2,690,000 barrels per day of crude oil and products. 
Actual Joadings pursuant to schedules in January equaled only 7 
percent of this figure and in February only 6 percent. Planned 
movements for the entire first quarter of 1957 equaled only 7 percent 
of expected European imports. It is this 7 percent of t total shipments 
upon which transportation savings were possible to free tanker space 
for additional shipments. The additional shipments resulting from 
transportation savings could only be a fraction of this, probably less 
than one-half. 

The material the staff has studied concerning the actual operation 
of the oil lift in summary indicates that with regard to shipments from 
the United States, individual companies without the need for antitrust 
immunity shipped substantial quantities of oil in November, before 
activation of the MEEC, and again in December before the program 
was well underway. With regard to worldwide movements under 
schedules, only 7 percent of total shipments were affected upon which 
savings could be made. 

The substantial investment by MEEC companies in the European 
petroleum industry, 25 percent of French, and 37 percent of British 
refining capacity,” for example, certainly provided an incentive for 
American oil companies to ship oil to E urope. It is probable that this 
would have been suffici ient incentive to ship as much oil to Europe as 
under the NEEC program. Cooperative industry action requiring 
antitrust immunity may not have been needed to deliver oil to Europe. 

Europe is not as dependent as the United States upon petroleum. 
The contribution of petroleum to the energy requirements of Europe 
is below the average of the world as a whole. In 1955, aecording to 
the OEEC, while oil supplied 37 percent of the world’s total energy 


supply, in Kurope it supplied only 18 percent.” In the United States 
a comparable figure is about 40 percent, and more than 65 percent if 
natural gas in included.* In general it can be said, in retrospect, 


that the long-term implications of the Suez stoppage upon Europe’s 
energy supplies are more important than the immediate effect of the 
actual stoppage this last winter. Europe has been turning increas- 
ingly to oil as a source of energy in recent years, and a reappraisal of 
this trend will now undoubtedly occur. But what happened this 
last winter? 

Europe did have stocks of petroleum upon which to draw. Also 
the petroleum industry, as we have seen, acted without Government 
help and made an attempt to keep European subsidiaries and affiliates 
supplied to the best of individual company abilities. Rationing 
reduced consumer demand and the weather helped considerably. 

In the month of January the area near London would normally be 


expected to have an average temperature of 43.5°. The average 
temperature was 3.1° higher. Assuming a temperature of 65° as 


the level above which no artificial heat is required, January heating 
requirements were 14 percent less than expected. Copenhagen was 
3.4° warmer than average or a saving of 12 percent in heating re- 
quirements. Oslo, Norway, has a similar January, while Berlin, 
Germany, had a 7.5 percent savings in requirements for heating. 

~ 2 Oil and Gas Journal, December 31, 1956. 


7 Oil, the Outlook for Europe. The Organization for European Economie Cooperation, Paris, 1956, p. 13. 
23 Mineral Facts and Problems, Bureau of Mines, p. 17. 
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In the month of February average temperatures in Western Europe 
were even more above average than in January. London was 3° 
higher, Paris was 7° higher and Berlin 7° higher. In terms of heating 
requirements London’s heating requirements are estimated to have 
been 15 percent less than expected, Copenhagen 17 percent less; Oslo 
5 percent less; Berlin 27 percent less; Paris, 34 percent less and Rome 
30 percent less. Various European company and Government repre- 
sentatives conceded frankly to Mr. McHugh that the mild weather 
Europe experienced this past winter prevented a serious crisis in Euro- 
pean fuel requirements. As a result they indicated that the joint 
industry-Government program was never really tested. MEEC op- 
erations during the Suez crisis provide no guide as to the value of this 
program for future crises, and as suggested previously, responsible 
Government agencies should devise new methods for handling future 
similar emergencies. 

It would appear that a principal justification for the program was 
the psychological effect upon our European allies. Company cor- 
respondence indicates this as in this letter from London, November 
13, 1956, to the then general counsel of the Socony Mobil Co 


The psychological effect of the MEEC not being revital- 
ized can be extremely serious and even, in my opinion, lead 
to panic measures on the part of governments in control and 

regulation which the industry may never be completely freed 
from. * * * We feel, and this is supported by United States 
Embassy officials here in London and Paris, that even if 
MEEC could not be any more effective than what has already 
been done by the industry, it would be most desirable to have 
it officially announced as being reinstituted, or if this is not 
politically possible or feasible, then perhaps some alternative 
group could be set up for the same general purpose.” 


In other words, this program had tremendous implications for both 
the industry and for the foreign policy of our country. Some program 
was necessary, according to both industry and Government, but the 
method adopted was best suited to serve the interests of the oil 
industry. 

The actual and potential dangers to competition have been dis- 
cussed by Mr. McHugh. The oil lift to Europe was profitable to 
those who participated. At a MEEC meeting in September, the 
problem of compensation for abnormal movements was raised, and 
Mr. Coleman, chairman of MEEC and vice president of Jersey, stated 
that no action should be taken by Government until it could be seen 
what inequities arose. He noted that compensation was paid during 
World War II.” But in this case, as made abundantly clear, no 
company would be forced to do anything detrimental to its own in- 
terests. This was a voluntary program. 

The oil stoppage resulted in certain increased costs of oil to Europe. 
It is more expensive to ship oil around Africa than through the Suez 
Canal. But these additional costs of transportation were anticipated 
and petroleum prices were increased in Europe to compensate for 
them. For example, Jersey’s Netherlands Esso subsidiary, in a com- 


“* Appendix, p. 2410. 
%® Minutes, meeting No. 4 of the MEEC, September 19, 1956, p. 11, appendix, p. 1864, 
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munication to its parent company in New York, stated on December 
17, 1956: 


As you know, under the pressure of the oil companies, our 
Government has agreed to a surcharge of about $1 a barrel 
on the selling prices for bulk-fuel products effective as from 
December 1. From the amount created by this surcharge 
the extra cost—such as extra transportation costs, etc., as a 
consequence of the Suez canal situation—can be recovered as 
far as such cost is acceptable to the Government.” 


And, in a memorandum of the executive committee of Jersey dated 
December 13, it is stated: 


A special study indicates that if the various assumptions 
hold, it is believed that the Middle East crisis will have almost 
no effect on the overall consolidated earnings outlook for 
1956, 1957, and 1958, since the resulting reduction in the 
‘arnings forecast for some affiliates will be offset by increases 
in the earnings predicted for others * * * the European and 
North African affiliates will fully recover all added costs, 
including higher freights through local price increases * * *,* 


Although transportation costs increased, there were real economies 
too. The very nature of the MEEC program was predicated, upon 
the assumption that there were real freight savings to be made so as 
to allow increased utilization of tankers. 

In the latter part of December, Gulf and Esso Export, a subsidiary 
of Jersey, entered into negotiations for the exchange of crude. Gulf 
would supply Esso Export’s refinery in England with Iranian and 
Kuwait crude which had been going to Philadelphia, and Esso would 
deliver Louisiana crude to Philadelphia for Gulf. The latter firm 
would pay Esso a quality differential based upon the difference in 
yields of the crudes. ‘The two firms were to share the transportation 
savings. The exchange involved 40,000 barrels per day. 

In the Gulf documents secured by the subcommittee this trans- 
action is discussed in some detail. ‘The exchange is summed up as 
follows: 


If Gulf utilizes its share of the transportation savings to 
sell Kuwait crude in northwest Europe on a delivered basis, 
it is estimated that Guif will realize an overall profit of 
$0.33 per barrel after all taxes of Middle East crude delivered 
to Esso. 

* * * Expressed in another way, if Gulf delivers 40,000 
b/ed of Middle East crude to Esso and sells an additional 
6,000 b/ed Kuwait crude in Northwest Europe on a deliv- 
ered basis, Gulf’s overall profit after all taxes would be 
$13,000 CD.* 


This 33-cent profit per barrel is on the total shipment, not only on 
the extra oil that could be shipped due to the transportation savings. 
In January 1957 Gulf was scheduled to deliver 667,392 barrels 
to Esso and on February 1, 244,122 or a total of 1,911,514 barrels. 
On the above basis this would mean an increased profit in January of 
$220,239 and in February of $410,560 or a total of $630,799. This 
31 Appendix, p. 2322. 


2 Appendix, p. 2321. 
* Appendix, p. 2522. 
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profit resulted from a joint arrangement between two companies 
made possible because of the waiving of the antitrust laws. This 
savings was not passed along to consumers but was reflected in higher 
earnings in the first quarter of 1957. If this profit per barrel is 
representative of the profits made on shipments of oil to Europe under 
MEEC schedules in the first quarter of 1957, companies realized a 
profit of more than $4 million. 

The first quarter of 1957 was a profitable period for the oil com- 
panies. In the first quarter of 1957 profits of the five largest members 
of the MEEC, Standard of New Jersey, Socony Mobil, “Gulf, Texas, 
and Standard of California, increased 19 percent over the same period 
a year ago and ranged from 13 to 32 percent. 


Net return after taxes 
[One thousand dollars} 























lst quarter, | Ist quarter, Percent 

| 1957 1956 increase 
Standard Oil Company o of New Jersey....- SEAS 58 237, 000 | 205, 000 15.6 
Socony Mobil Oil Co-_. wt eae Ba ee } 70, 000 62, 000 12.9 
Gulf Oil SO Diacees inkcakBe sees ces are : ; : | 94, 938 71, 963 31.9 
The Texas Co.__--- has cre 86, 69, 958 23.5 
Standard Oil Company of California.._..____....----...-----__| 69, 473 | 61, 494 13.0 
, EE Ae oe ~ | 557 7, 835 | 70, 415 18.6 


The return on net worth for these same companies in the first 
querter of 1957 is as follows: 


{Dollars in thousands] 


yw. Earnings Ist quarter 
Net worth after taxes, | earnings on 





* Dee. 31, lst quarter, | annual basis 
1956 1957 as percent of 

| net worth 
oe | 
Standard Oil Company of New Jersey.....-........-.......--| $5, 111, 442 | $237, 000 18.5 
EE NEEM occ ncnccbdewceaceanesésene cancenoae 2, 074, 149 | 70, 000 13.5 
I Ne pases 1, 998, 124 | 94, 938 19.9 
OI i a cameo ee sae | 1, 812, 816 | 86, 424 19.1 
Standard Oil Company of California__....-.....-.......--..- 1, 690, 792 | 69, 473 16. 4 
Dect kanintitlenedti-nthtndeidi teins vene--| 12, 597, 322 | 857, 835 17.7 





The return on net worth for Jersey for the entire year 1956 was 16.5 
percent. Nevertheless, the combination of price increase in January 
and record world consumption of petroleum, in spite of Suez, pushed 
Jersey’s earnings up significantly in the first quarter of 1957. 

In commenting on his firm’s record earnings, in the first quarter 
of 1957, the chairman of the board of the Texas Co. cautioned stock- 
holders not to expect similar gains in subsequent 1957 quarters. 
“Once the canal is open,”’ he said, ‘‘we will no longer be withdrawing 
from inventories to supply Europe.” The president of Gulf also 
warned stockholders, after announcing a 30-percent imerease in 
earnings for the first quarter of 1957, that Gulf expects another good 
year of operations but the percentage g gain might not be as large as the 
previous year’s gain. In summary, the Suez crisis was profitable. 
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IMPORTS 


The problem of imports as posed to the subcommittee was twofold. 
Independent producers declared that domestic production was not 
raised as much as desired during the period of the oil lift because of 
the high level of imports. Secondly, Caribbean oil, geographically 
closest to Europe, came to the United States instead of going to 
Europe during the height of the European shortage. In the first 
quarter of 1957, in spite of the attempt to move oil to Europe, imports 
into this country were equal to 93 percent of the amount imported a 
year earlier. Furthermore, the same companies operating the oil to 

urope program were doing the importing. The failure to divert 
this oil to Europe demonstrates the inadequacy of the voluntary 
scheme when it required action contrary to the economic interests of 
the member companies. Imports from the Caribbean into the 
United States actually rose after the activation of the MEEC. 

Mr. Flemming stated to the subcommittee that he was disappointed 
to note an increase in shipments of crude oil from Venezuela to the 
United States.** When asked whether any effort was made by the 
MEEC to request importing companies to ship directly to Western 
Europe his answer was that it would not be within the authority of the 
MEKEC to put pressure on the various companies to divert to Europe 
oil moving from Venezuela to the United States. 

The hearings indicated that the MEEC had no mechanism for 
dealing with the problem of imports. The schedules called for sub- 
stitution of Caribbean crude to United States refineries for Middle 
East crudes which were diverted to Europe. Supposedly American 
crude was then to replace Venezuelan crude under schedule 2, but 
this did not seem to work out, a condition blamed by Mr. Coleman, 
chairman of the MEEC, on the limitation of United States production 
by State regulatory agencies.** The schedules offered the possibility 
of transportation savings but MEEC could not compel tanker diver- 
sion of imports necessary for maximum shipments to Europe. The 
effect was that imports continued high and domestic producers were 
faced with the bewildering spectacle of European shortages, high in- 
ventories of petroleum products in the United States, and a high level 
of imports. Possibly this would have worked itself out in the long 
run, but the problem was short run. 


“4 Hearings, p. 46. 
89 Hearings, p. 1188. 
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Comparison of imports into the United States and shipments of petroleum to Europe— 
MEEC members (December 1956-—January 1957 average) 


ty 000 barrels per ds wy) 


Shipments to 
Imports into Europe from 
the United United States 
States jand other West- 
ern Hemisphere 
countries 


nS _ _ - es - — — —— ee eee 


Standard Oil Company, New are ; be Canis 333, 265. 5 
Gulf Oil Corp-- Lideakit od ue Sideenlacd cicada ett 3. 37.0 
Socony Mobil Oil RR eS a os PE PMR es 87. 82.0 
The Texas Co- 2A hoa eerenntd 59. ! 109. 3 
Standard Oil Company « of California_.....--_-. ede sbtebtd~oa 12. () 
Sinclair Oil Corp. tug a6aei Sass 4s ak se ee 70. 10. 6 
Cities Service Corp-- iden Ji ‘i Soish Bie i 17. £ 8.6 
Creole Petroleum Corp.___-__-- bik ac seeptaie st ecashiaade a 0 167.0 
Tidewater Oil Co_____- asate id bentine 6b aldidenhche — A. 76. 0 
Standard Vacuum Oil Co_ thio. bide otnbedis4~ wees 0 0 
Arabian American Oil Co__- ee a 0 0 
Getty Oil Co z Jad ' J 0 0 
Venezuelan Petroleum Co_ 0 | 7.! 
Caltex Oil Products Co 0 ( 








| 
American Independent Oil Co... - * Testy ‘ + 0 | 0 
| 


1 Does not include activities of subsidiaries and affiliates. 
? A comparison of Caltex and Texas Co. reports indicates inclusion of Caltex shipments with those of the 
Texas Co. 


The closure of the Suez Canal complicated a solution to the long- 
term problem of a national policy for oil imports. The Director of 
the ODM informed the subcommittee that but for Suez he would have 
advised the President that imports were threatening to impair the 
national security.** With the closure of the canal it was assumed 
that imports would decline. Companies which are members of 
MEEC, however, maintained high imports into the United States. 
Thus, in a period of bitter controversy as to an import policy, these 
companies imported oil to the detriment of the program and the 
domestic industry. It has been suggested that a reason for this high 
level of imports was the fear by importers that a restriction would 
weaken a future bargaining position before the ODM which still had 
under consideration the question of import limitations.*™ 

The Suez crisis postponed ODM consideration of the problem. 
The high level of imports following Suez and the sharp rise in imports 
in recent months has again brought this problem to a head. The 
Director of the ODM has certified to the President that imports are 
at a level that threatens to impair security and the President now 
must consider what action is needed.” 

The question as to the proper level of oil imports whether they 
should be zero, 16 percent, or 25 percent is complex and is for the 
Congress to study. It has not been given to this staff. A relevant 
topic, however, is the effect of import limitations upon the competitive 
structure of the industry. This is not only relevant but particularly 
pertinent at this time. Large-scale imports will not only affect do- 
mestic producers but also domestic refiners and competitive relation- 
ships in the entire petroleum industry. Whatever policy is decided 

3a The reality of this fear is indicated by the base period chosen by the President’s Special Committee 
To Investigate Crude Oil Imports upon which company import quotas were decided. Actual imports in 
1956 as well as in the years 1954-55 were considered. 


*” Memorandum from Gordon Gray, Director, Office of Defense Mobilization, to the President, April 23, 
1957. 
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as to imports, and whatever method is adopted, will affect competition 
and industry structure. 

What is the present picture? At present a few major companies 
control the bulk of foreign petroleum production. These firms have 
the major concessions such as in Iraq, the Arabian peninsula and 
Venezuela. It is possible that with time more independent producers 
will go abroad and in addition local industry will expand. At such 
time, a.more competitive world petroleum market may develop. This 
does not appear to be a likely prospect in the short run, however. 

The discussion of import limitations has generally assumed a cut- 
back to some previous base period. The President’s Report on Energy 
Supplies and Resources Policy recommended that imports of crude 
and fuel oil be held to the proportion such imports bore to domestic 
production in 1954. The report stated that it was desirable that 
voluntary action be taken to restrict imports. The most direct 
approach to limitation suggested has been a quantitative restriction. 
At present, a voluntary plan of import restriction is spoken of. The 
antitrust implications of this have already been discussed. Any 
limitation in the form of quantitative restrictions opens a new Pan- 
dora’s box. 

Quantitative restrictions are a form of regulation. They ignore 
the price system and upset a free economy. They are not barriers 
which businessmen can recognize as costs. Furthermore, quotas 
require administrative decision. 

If we assume that some given quantity of oil will be allowed to 
come in, either measured in barrels or as a percentage of some base, who 
will be allowed to import? Whoever can has a right which is worth 
money. Various ways of distributing similar rights | have been utilized. 
First there is the strict base period approach. Whoever imported 
in some base period can import now. This is similar to the OPA base 
period price approach. Whoever was lucky enough to have a high 
base period did well. Newcomers have difficulty and always labor 
under a disadvantage. It is also in the interest of the original im- 
porters to restrict import licenses. No base period distribution can 
be equitable. A base period is one slice of time, but we know that 
some firms grow and some firms die. The further from the base 
period, the more inequitable a base period distribution is. 

The base can refer to country by origin. In the oil industry for- 
eign production is based upon concessions. ‘Those companies which 
produced in a base period will be able to import, and will import from 
those countries in which they hold concessions. Newly developed 
areas may suffer. It is also possible that in granting concessions 
countries will consider whether the proposed concessionaire has special 
import rights. 

One method suggested to restore equity in the granting of import 
rights. is for the Government to auction such rights to the highest 
bidder. In this manner the Treasury would share in the profit of 
this right. These possibilities indicate the problems posed by 
quantitative restrictions. 

The effect of a quantitative import restriction upon the domestic 
petroleum industry imposed either by Government or by voluntary 
agreement should be considered carefully. Members of MEEC pro- 
duce about 30 percent of the crude oil produced in the United States. 
They control somewhat more than 50 percent of the refining capacity 
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of the United States. They have a significantly higher control over 
imports. In 1954, the year spoken of as the proposed period upon 
which to base imports, the MEEC members accounted for 82 percent 
of the imports of crude oil into the United States. 

It is clear that if imports are based upon 1954, the major compa- 
nies will have an advantage. In 1956 imports by MEEC members 
amounted to 73 percent of total imports in comparison with the 82 
percent previously mentioned for 1954. The 5 major companies in 
this group accounted for 68 percent of total crude imports in 1954 
but only 52 percent in 1956. It is not surprising, then, that when 
Mr. Flemming wrote to the various oil importing companies asking 
for voluntary limitations, 5 of the 8 MEEC companies contacted 
agreed to cooperate. A limitation to the 1954 pattern of imports 
would, with rapidly increasing use of foreign oil, provide the majors 
with an even greater control over the domestic petroleum industry 
than they now possess. 

A system of quantitative restrictions will not strengthen competi- 
tion in this industry but will discriminate against companies which 
have historically depended upon domestic oil and now seek sources 
abroad. It would be a reward for bigness and for cooperation in a 
foreign joint enterprise. The argument that quantitative restrictions 
are easily Seance and will do the job is an insufficient reason to 
adopt a program which will result in further concentration in this 
industry. 

THE WEST COAST PIPELINE CO. 


Mr. McHugh has described the overall antitrust problem of the 
ownership of pipelines by the major oil companies. A specific prob- 
lem to which the subcommittee addressed itself was the effort of a 
group of independent oil producers to build a pipeline from West 
Texas to Los Angeles. 

The West Coast Pipeline Co. was organized in 1950. Since that 
time it has been attempting to build a pipeline from the Permian 
Oil Basin to Los Angeles. At present there is no pipeline from this 
surplus oil area to California where a crude oil shortage exists.” It 
was charged that the West Coast integrated producers by holding 
down pipeline facilities have preserved for themselves the profitable 
west coast market which they would otherwise share with independent 
domestic producers. It was also charged that independent refiners 
were thus precluded from obtaining oil from inde ‘pendent producers. 

The extent of the control the integrated companies have over the 
industry on the west coast is set forth in the Government’s complaint 
in the antitrust suit filed in 1950.° The complaint alleges that 7 
major oil companies on the west coast produce 50 percent of all crude 
oil on the west coast; that they buy 90 percent of the crude produced 
by independents; that they own 77 percent of the oil-gathering pipe- 
lines and 97 percent of the oil trunklines on the west coast; that 
they own all the oil tankers and oil barges on the west coast; that 










% Hearings, p. 
3% In 1956 the Ws. e at Coast supplied 90 percent of its net domestic supply, in 1946 it was a net exporter of 
stroleum. According to a study of the west coast petroleum industry prepared for the Chase Manhattan 
3ank by Kenneth E. Hill and John G. Winger, by the end of 1956, California had produced about half of 
its probable ultimate oil reserves and had already passed its peak in production and drilling activity. 
Arthur Flemming, former Director of the ODM, in a statement on October 22, 1956, at a hearing on petro- 
leum, quoted the Presidential Advisory Committee as advising an exemption of district V imports from 
any limitation while the district is in the transition period from a surplus to a deficit producing area. 
# U.S. vy. Standard Oil Co. of California, et al., civil action No. 11584C 
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they own 85 percent of the crude refining facilities; that they produce 
91 percent of the gasoline; and that they own 86 percent of the retail 
outlets for gasoline and oil products on the west coast. 

The experience of the West Coast Pipeline Co. is indicative of the 
difficulties encountered by independent producers to find a market for 
their oil. The backers of this company were willing to invest $22 
million in equity capital, equal to 20 percent of the total cost, but the 
remainder of the necessary capital was to be borrowed. This capital 
could be raised if west-coast refiners would make commitments to 
purchase given quantities of oil or if the Government would guarantee 
a private ‘joan. A Government ruaranty could be had if the ODM 
found the facility essential to national defense and issued a certificate 
of essentiality. 

With regard to the first alternative, 6 of the 7 major oil companies 
contacted refused to make commitments. An application to the Gov- 
ernment for a certificate of essentiality was filed in December 1953. 

The sponsors of the line charged that when they turned to the 
Government, they found that the Government agencies which con- 
sidered their application were surrounded by a complex of industry 
advisory groups dominated by the same major oil companies.** In 
due course a decision was reached in 1955 not to issue a certificate of 
essentiality—the reasons given by the Government agencies for that 
decision being substantially the same as those advanced by the west- 
coast major oil companies for their opposition to the pipeline. 

Members of the subcommittee upon hearing of the difficulties 
experienced by this independent pipeline company were interested in 
determining to what extent the major companies operating on the 
west coast themselves benefited from rapid tax-amortization certificates 
of necessity granted by the ODM. Upon inquiry by the staff it was 
determined that seven companies operating on the west coast secured 
more than a half billion dollars of such tax-amortization certificates 
in the period 1951-56. 

Some of the very companies which have opposed the application 
of the West Coast Pipeline Co. have recently organized a pipeline 
company to transport oil from the Four-Corners area of Utah to Los 
Angeles. This line would also have feeder lines in New Mexico.” 
Thus, while arguing before the Government that no need exists for 
the west coast pipeline, many of the same firms have organized another 
jointly owned pipeline company to bring oil to Los Ange ‘les. Owners 
of this ns include Standard of California, Shell Oil Co., Gulf, 
Richfield, Superior, and Continental. 

The subcommittee’s interest in this matter prompted it to dispatch 
letters to Gordon Gray and Judge Hansen, Director of the Office of 
Defense Mobilization and Assistant Attorney General, Antitrust 
Division, Department of Justice. The Assistant Attorney General 
was asked whether the construction of an independently owned 
vetroleum pipeline, as proposed by the West Coast Pipeline Co. would 
ba helpful in eliminating the monopoly practices complained of in the 


‘| Hearings, p. 1567. 
# Announced January 28, 1957, by Standard Oil Company of California. 
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antitrust proceeding instituted by the Department of Justice in 1950. 
Mr. Hansen answered: 


* * * Tt is the opinion of the Department that construc- 
tion and operation of the proposed pipeline should be helpful 
in attaining and promoting competitive conditions in the 
west coast oil industry.® 


The letter to Mr. Gray explored the charges made to the subcom- 
mittee with regard to the influence exerted by the west coast inte- 
grated oil firms through industry advisory groups upon the ODM, 
and requested the basis upon which the certificate of essentiality for 
the West Coast Pipeline Co. was refused. In addition, the Director 
was asked whether he had consulted with the Attorney General and 
the Chairman of the Federal Trade Commission with reference to the 
effect of the construction of the proposed pipeline upon competition.“ 

It would appear that the Government ad decide whether or not 
this pipeline should be built, without relying upon advice offered by 
representatives of a few major petroleum companies which will be 
competitors of this pipeline company and which control practically 
all existing pipelines. This case further emphasizes the success of 
the major oil companies, through various industry advisory groups in 


influencing Government policy and obtaining preferred treatment. 


43 Letter from Victor R. Hansen, Assistant Attorney General, to Senator Joseph C. O’Mahoney dated 
April 23, 1957, appendix p. 2685. 

“ Letter from Senator Joseph C. O’Mahoney to the Honorable Gordon Gray, April 3, 1957, appendix, 
p. 2670. 








STATEMENT OF LOUIS ROSENMAN, ATTORNEY 


THE DEFENSE PRODUCTION ACT 


The Defense Production Act is an emergency act. It was enacted 
in 1950 during the Korean conflict and the only justification for its 
continuance is that the world is in such an unsettled state that the 
United States must be constantly prepared for any emergency. The 
recent Middle East crisis with the resulting shutdown of the Suez 
Canal and destruction of pipelines, brought into the forefront one of 
the provisions of this act. 

Section 708, called the immunity section, is not one of the better 
known or widely discussed provisions of this act. It is, however, an 
extremely important and far-reaching piece of legislation. 

Section 708 (a) authorizes the President to consult with representa- 
tives of industry, business, financing, and others, with the view to 
encouraging the making of voluntary agreements and programs to 
further the national defense objectives of the act. Section 708 (b) 
provides, in part, that— 


No act or omission to act pursuant to this act * * * if re- 
quested by the President pursuant to a voluntary agreement 
or program approved under subsection (a) * * * shall be 
construed to be within the prohibition of the antitrust laws 
or the Federal Trade Commission Act of the United States. 


These and other provisions of section 708 authorize the President 
directly or his delegate, who must secure the approval of the Attorney 
General and must consult with the Chairman of the Federal Trade 
Commission, to exempt from prosecution actions taken by private 
business groups in violation of the antitrust laws, if such actions were 
requested in the interest of the national defense. 

In a report dated November 9, 1955, the Attorney General reported 
that since the enactment of the 1950 Defense Production Act, he had 
approved 77 voluntary agreements or “pools.” Of this number, the 
Attorney General reported, some 50 no longer were in effect and that 
there remained approved and in active operation, 18 Army integration 
committees, 2 Air Force production committees, 4 production pools 
and 3 nonmilitary agreements.' In general, the nonmilitary agree- 
ments are those agreements initiated by Government agencies to 
obtain cooperative activity from groups of competitors to deal with a 
particular defense problem. 

These voluntary agreements with immunity from antitrust prosecu- 
tion represent a departure from the traditional antitrust policies of 
the United States which can be justified only on the grounds of com- 
pelling national defense needs. Participants in these voluntary agree- 
ments are competitors in their everyday business affairs as well as 
in seeking Government contracts. Undesirable monopolistic prac- 


1 Attorney General’s Report on Review of Voluntary Agreement Program under Defense Production 
Act, November 9, 1955, hereafter referred to as A. G. Report on DPA. 
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tices, having adverse effects on our free competitive system, may con- 
tinue long after the duration of the agreements and the emergency. 

_ In 1950 Attorney General Howard W. McGrath, in his first report to 
Congress under the Defense Production Act, clearly set forth the 
potential effects of such agreements. He said: 


The use of voluntary agreements and programs to carry 
out the mobilization program may result in business enter- 
prises, vigorously competitive in normal times, evolving 
common courses of action to restrict production, retard 
technical development, limit expansion, reduce quality and 
raise prices. To the extent that the mobilization program 
requires joint action by businessmen, opportunities are 
presented to work out restrictive agreements either within 
or without the framework of a Government-sponsored pro- 
gram. It is important that the public need shall not become 
a cloak for concerted action undertaken privately to the 
public detriment.’ 


The Senate committee considering the Defense Production Act 
heralded a warning. The committee said: ‘“Your committee recog- 
nizes the dangers inherent in these programs and urges that the 
greatest of care be exercised in carrying them out.’’* ‘To minimize 
the anticompetitive consequences that joint activities might encour- 
age, as well as to keep a constant check on these inherently dangerous 
agreements, the Congress directed the Attorney General, in section 
708 (e): 

* * * to make, or request the Federal Trade Commission to 
make for him, surveys for the purpose of determining any 
factors which may tend to eliminate competition, create or 
strengthen monopolies, injure small business, or otherwise 
promote undue concentration of economic power in the course 
of the administration of this act. 


Under this section, the Attorney General was required to submit 
reports to the Congress and the President setting forth the results of 
such surveys and include recommendations as he may deem desirable. 

The Foreign Petroleum Supply Agreement has been accurately 
characterized by the Attorney General as “by far the most important 
of the voluntary agreements under the Defense Production Act.’ * It 
is under this agreement that the Government has acted in devising 
means to supply oil to Europe during the Suez Canal stoppage. A 
review of the composition and activities of the committee formed 
under this agreement reveals a continuation of the historical Govern- 
ment policy of preferential treatment of the oil industry. 


1951 VOLUNTARY AGREEMENT 


On June 26, 1951, shortly after the nationalization of Iranian oil 

facilities, the Attorney General approved an agreement entitled 

“Voluntary Agreement Relating to Foreign Supply of Petroleum to 

Friendly Foreign Nations.” This agreement authorized the formation 

of a Foreign Petroleum Supply Committee for the purpose of channel- 
2A. G. Report on DPA, December 7, 1950, pp. 27-28. 


38. Rept. No. 2250, 81st Cong., 2d sess. 1950, p. 7. 
4A.G,. Report on DPA, February 9, 1957, p. 16. 
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ing petroleum supplies to shortage areas'resulting from the shutdown 
of petroleum producing and. refining facilities in Iran. The Committee 
was also authorized to make surveys, obtain. analyses, and maintain 
current information regarding foreign ‘petroleum operations. A plan 
of action, promulgated simultaneously with the agreement, permitted 
cooperative action among the oil industry members in the fields of 
production, transportation, refining, and distribution of petroleum and 
petroleum products. 

The oil industry was successful in obtaining preferential treatment 
as this plan of action concededly contained compromises by the 
Department of Justice as well as the omission of certain safeguards. 
As the Attorney General noted, that Committee’s powers were broader 
than those permitted in other voluntary agreements, as such powers 
included the gathering of business information from competing enter- 
prises, the conduct of its proceedings under an industry chairman 
rather than a Government employee, and the employment of its own 
non-Government staff. 

On July 8, 1952, the Attorney General was advised by the Secretary 
of the Interior that the emergency situation necessitating this plan of 
action had sufficiently improved to warrant termination. However, 
the approval of this plan of action was not withdrawn until September 
6, 1952. On January 16, 1953, over the objections of the Petroleum 
Administrator for Defense (PAD) and other Government agencies, 
the Attorney General withdrew his approval of the basic voluntary 
agreement “as he felt its continued operation to accomplish the normal 
objectives of PAD was no longer justified with the passing of the 
Iranian crisis.” Upon the withdrawal of the Attorney General’s 
approval, the oil companies discontinued operations under the 
agreement.® 

1958 VOLUNTARY AGREEMENT 


On June 1, 1953, less than 5 months after the 1951 agreement had 
been withdrawn, the Attorney General approved a new voluntary 
wereement entitled “Voluntary Agreement Relating to Foreign Petro- 
Jeum Supply.” Although no emergency existed in the free world’s 
petroleum-supply situation, this agreement was requested by the 
Director of the Office of Defense Mobilization and strongly urged by 
the Secretaries of Defense and Interior. * This is the basic agreement 
under whieh the present oil-lift proerem opere'tes. 

This agreement contemplated two types of activity: (1) The prep- 
aration of plans of cooperative action for solution of petroleum 
problems if emergencies should erise in friendly foreign nations; and 
(2) the gathering and evaluation of information and statistics. The 
first was permitted only upon a finding by the Secretary of the Interior 
that an emergency existed outside the United States. The second 
tvpe of activity was to be conducted on a continuing basis.® 

The oil industry was once sori accorded preferential treatment by 
the omission of the antitrust safeguard of a Government chzirman as 
was included in other voluntary agreements.’ The failure to include 
this antitrust safeguard in this agreement gave rise to antitrust 
problems. 

5 A, G. Report on DPA, November 9, 1955, pp. 30-31. 


6A. G. Report on DPA, November 9, 1955, p. 12. 
? Ibid, 
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1955 AMENDMENTS TO THE DEFENSE PRODUCTION ACT 


In 1955, the Congress considered bills to extend the Defense 
Production Act of 1950, as amended. Both House of Congress 
recognized the inherent dangers of voluntary agreements with anti- 
trust immunity, and restricted the scope of these agreements. The 
House amendment permitted the continuance of new and existing 
voluntary agreements covering military items, but terminated the 
antitrust exemption for existing nonmilitary agreements. Under 
provisions of the House amendment, the Attorney General would 
review the existing military agreements and determine if the antitrust 
exemption should be terminated. The Senate bill permitted both new 
and existing voluntary agreements covering military items, and 
permitted existing nonmilitary agreements to continue, subject to 
review by the Attorney General to determine whether they should be 
terminated. The conference substitute, as later enacted, followed 
the language of the House amendment, but included the provision 
of the Senate bill which allowed existing nonmilitary, voluntary 
agreements to continue, subject to review by the Attorney General 
within 90 days. The Attorney General was directed to withdraw 
his approval if he found that the adverse effects of the existing volun- 
tary agreements on our competitive, free-enterprise system outweighed 
the benefits to the national defense. 

To keep a check on these agreements, Congress further amended 
section 708 (e) of the Defense Production Act to require the Attorney 
General to report to Congress and the President, at least once every 3 
months, the results of his studies of the voluntary agreements. The 
legislative history of the 1955 amendments reveals that Congress had 
misgivings regarding the anticompetitive effects of the voluntary 
agreements and desired that their authority be strictly limited. As 
noted in the conference report: “Both the Senate bill and the House 
amendment established more restrictive criteria under which such 
authority could be used.’’ ® 

The Attorney General’s review and determination is of major 
significance in view of the fact that the 1955 Amendments to the 
Defense Production Act prohibited new non-military agreements and 
Congress had deemed the Voluntary Agreement relating to Foreign 
Petroleum Supply a non-miitary agreement. ‘Thus, were the At- 
torney General to withdraw his approval of this agreement and the 
Foreign Petroleum Supply Committee discontinued, a similar program 
could not lawfully be reinstituted without Congressional action.’ 


1956 VOLUNTARY AGREEMENT 


On January 24, 1956, the Attorney General informed Arthur 5. 
Flemming, Director of the Office of Defense Mobilization (ODM) 
that he had concluded that the adverse effects of the voluntary agree- 
ment upon the competitive, free-enterprise system outweigh its 
benefits to the national defense. On this same date, the Attorney 
General also informed the Department of the Interior and ODM “that 
only if the proposed changes or their substantive equivalent were 
agreed to could I permit the agreement, with its antitrust immunity, 
to stand.” 


8 H. Rept. 1630, 84th Cong., Ist sess., 1955, p. 7. 
* A. G. Report on DPA, February 20, 1956, p. 56. 
10 A. G. Report on DPA, February 20, 1956, p. 56; See appendix, pp. 1989-1991. 
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The Attorney General’s proposed amendments required: 
A full-time salaried Government chairman for the com- 
" mittee and all subcommittees; 
2. The committee staff be made up in whole full-time salaried 

Government employees; and 

3. The committee’s process for evaluating statistics be altered 
to insure that, from the process of evaluation, individual com- 
panies would be unable to deduce information of its competitors’ 
production or requirements." 

Secretary of the Interior Douglas McKay vehemently opposed the 
Department of Justice’s proposed antitrust safeguards. Mr. McKay 
complained that the proposed amendments would ‘‘emasculate” the 
entire agreement, and requested that the agreement be terminated.” 
On January 31, 1956, Acting Attorney General William P. Rogers 
replied to Mr. McKay’ s letter of January 26. Mr. Rogers stated that 
he did not believe that the proposed amendments would emasculate 
the agreement. However, in accordance with Mr. MeKay’s request, 
he withdrew the antitrust immunity for the agreement." 

On the same date, January 31, 1956, Mr. Rogers wrote to Mr. 
Flemming, withdrawing his approval of the voluntary agreement re- 
lating to foreign petroleum supply.’ On February 3, 1956, Mr. 
Flemming te lephoned and wrote Mr. Rogers suggesting the withhold- 
ing of final action until there had been further conferences. ® On 
February 8, the Acting Attorney General concurred in this sugges- 
tion.'® 

The above revealing correspondence is indicative of the Depart- 
ment of Justice’s view as to the need for these antitrust safeguards in 
the voluntary agreement. The Attorney General’s action ‘of Janu- 
ary 31, 1956, withdrawing his approval of the voluntary agreement, 
was never disclosed to Congress, and raises the question as to the 
legality of the reinstatement and continuation of this agreement. 
The 1955 amendments to the Defense Production Act prohibited new 
nonmilitary agreements, and Congress had deemed this agreement to 
be in that category. Upon withdrawal of the Att torney General’s ap- 
proval, the question is raised whether the current voluntary agree- 
ment could be reinstated without congressional authorization. 

On February 7, 1956, Mr. Flemming suggested a modification to the 
proposed amendment requiring the staff to be made up in whole of 
full-time, salaried, Government employees.” On February 21, 1956, 
the Attorney General agreed to this modification.’* This modifica- 
tion made it possible for the staff to be WOC’s (without compensa- 
tion) or WAE’s (when actually employed). In effect, this enabled the 
use of industry people on the staff of an advisory group, a practice 
very strongly criticized by Congress when they considered the 1955 
Amendments to the Defense Production Act. This act was amended 
in 1955 to spell out in detail the conditions governing the employment 
of personnel serving without compensation. Section 710 states that, 
as far as possible, operations under the act shall be carried on by full- 
time, salaried, Government employees and that steps should be taken 


" Appendix, pp. 1989-1991. 
2 Id., at p. 1991. 

3 Id., at p. 1992. 

4 [bid. 

5’ Appendix, p. 1993, 

16 Tbid. 

" Id. at pp. 1993-1994, 

it Id. at p. 1994. 
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to avoid any conflict between the governmental duties and the private 
interest of personnel serving without compensation. 

According to the testimony before this subcommittee, the proposed 
amendments under consideration were discussed at a Foreign 
Petroleum Supply Committee meeting on February 14, 1956, by the 
cil industry members with the representatives of the various Govern- 
ment agencies.” Present at this meeting, in addition to the oil- 
company officials, were Assistant Attorney General Stanley N. 
Barnes; Arthur S. Flemming, Director of ODM; Clarence A. Davis, 
Under Secretary of the Interior; Felix E. Wormser, Assistant Secretary 
of the Interior; and Hugh A. Stewart, Director of the Oil and Gas 
Division of the Department of the Interior. The oil companies 
vehemently opposed the proposed amendments, claiming they would 
reduce the effectiveness of the voluntary agreement. Both the Gov- 
ernment and the oil companies expressed: the desire to perpetuate the 
agreement. The oil companies were well aware that, if the agreement 
were discontinued, they would not be able to control and administer 
any future oil programs with antitrust immunity. To avoid the 
alternative of a wholly administered Government oil program, the 
oil companies accepted the proposed antitrust safeguards. However, 
the Government and the oil companies agreed that the proposed 
antitrust safeguards would apply only to the gathering of information 
and statistics, and would be of no effect in case of an emergency 
necessitating the use of plans of cooperative action by the oil 
companies.”° 

However, in his supplemental report to Congress a few days later, 
on February 20, 1956, the Attorney General did not disclose that the 
proposed antitrust safeguards would not apply to plans of cooperative 
action. Nor was this reservation included in the amended voluntary 
agreement. A reading of the Attorney General’s report would lead 
Congress to believe that the antitrust safeguards applied to all 
activities under the voluntary agreement. The agreement to hedge 
these antitrust safeguards was first publicly revealed in testimony 
before this subcommittee. When Congress deems it wise to pass 
legislation requiring a report, it requires a full and forthright disclosure 
of all the facts. 

In effectuating his statutory obligation to review the voluntary 
agreement, the Attorney General reported on February 20, 1956, that 
he had concluded that the activity permitting the preparation of 
plans of cooperative action posed no antitrust problems. Although 
no plan of cooperative action had been proposed since the 1951 
Iranian crisis, the Departments of Defense and the Interior urged 
that this section of the voluntary agreement be kept intact. The 
Attorney General stated: 


And since any future plan of action would have to be sub- 
mitted to the Attorney General, for approval, I offered no 
objection to this facet of the committee’s operation.” 


Evidently the Attorney General did not take into account and 
attempt to minimize the potential anticompetitive effects of any 
hastily conceived plan of cooperative action. The plan of coopera- 
tive action authorized during the Iranian crisis in 1951 should have 


19 Hearings, p. 1051; see minutes of Foreign Petroleum Supply Committee, February 14, 1956. 
20 Hearings, pp. 1051-1052; see minutes of Foreign Petroleum Supply Committee, February 14, 1956 
21 4, G, Report on DPA, February 20, 1956, p. 54. 
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been an object lesson that hastily conceived plans would result in the 
omission of antitrust safeguards, to the detriment of our free com- 
petitive system 

With reference to the Committee’s activity involving the gathering 
and evaluating of information and statistics, the Department. of 
Justice felt operations under the agreement raised real antitrust 
problems.” The Attorney General stated that careful examination 
disclosed that members discussed, on at least a country-by-country 
basis: Storage facilities, estimated crude production, estimated refinery 
output, consumption in relation to refinery output, aviation gasoline 
stocks, pipeline facilities, and estimated petroleum requirements of 
each country.” 

The Department of the Interior contended that individual company 
figures and estimates regarding requirements and production generally 
were not discussed. However, the Attorney General’s examination 
revealed that the Committee’s staff, appointed by members of the 
Committee and made up largely of oii company employees, received 
individual company figures and estimates. This, in effect, amounted 
to an exchange of one competitor’s production estimates with another. 
The dangers | to our free competitive system flowing from such activi- 
ties were clearly set. forth by Assistant Attorney General Stanley N. 
Barnes in testimony before the Judiciary Committee of the House of 
Representatives. He stated: 


The problem here stems from the possibility of tacit agree- 
ment or overt pressure by agreement participants, which in- 
clude 14 of the principal oil producers, to abide by their 
production estimates. The effect would then be to make 
produc tion estimates, in effect, production quota agreements. 

This possibility for abuse may be real. For agreement 
participants include 5 of the principal defendants and 6 more 
of the alleged coconspirators in our oil cartel suit. And, 
contrary to our suggested standard, the agreement does not 
provide for a Government chairman. 


On May 8, 1956, the modified antitrust safeguards were incorporated 
into the Voluntary Agreement Relating to Foreign Petroleum Supply. 
As noted above, no mention was made in the text of this agreement 
of the understanding between the oil industry and the Government 
to bypass these antitrust safeguards in the event an. emergency ne- 
cessitated the utilization of a plan of action. 


THE AUGUST 10, 1956 PLAN OF ACTION 


An emergency necessitating the use of a plan of cooperative action 
by the oil industry soon occurred. On July 19, 1956, the United 
States withdrew its offer to help Egypt build the Aswan Dem, and 
on July 26 Nasser retaliated and se ized the Suez Canal. In a letter 
dated July 31 Mr. Flemming advised Secretary of the Interior Fred 
A. Seaton of the possible loss of the Suez Canal and the Middle East 
pipelines. He najed that after discussion with the Secretary of State 
and the Under Secretary of State he believed that an emergency 

22 Ibid. 
31d. at pp. 55-56, 


*% A. G. Report on DPA, February 20, 1956, p. 56. 
25 Hearings, WOC’s and Government Advisory Groups, pt. III, 84th Cong., Ist sass., 1955, p. 2201. 
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existed and suggested that Secretary Seaton make the same finding 
and request the Foreign Petroleum Supply Committee to prepare 
plans of action to meet such contingencies. Mr. Flemming recom- 
mended that “the Attorney General be requested to waive his rights 
to any early notification.’’ *° 

On August 1, 1956, Mr. Seaton made the finding that a threatened 
emergency existed outside the United States. By copy of this letter 
Mr. Seaton formally notiiied the Attorney General of his intention to 
call upon the Foreign Petroleum Supply Committee to prepare plans 
of action and schedules to implement the plans.” 

At the hearing before this subcommittee, Mr. Flemming testified 
that the plan of action was prepared by the Department of the 
Interior and that he had approved it. Mr. Hugh Stewart, Director 
of Interior’s Oil and Gas Division and the Government Chairman of 
the Foreign Petroleum Supply Committee, testified that the draft of 
the plan of action was produced by the members of the committee 
at a meeting in New York City on August 7, 1956, pursuant to his 
request of the same date. He stated that the plan of action was 
submitted to the Department of Justice on August 8 and that the 
following 3 days were spent in discussions with the representatives of 
the Office of Defense Mobilization, the Departments of Justice, State, 
and Defense, and the attorneys for the oil companies.” This testi- 
mony was questioned by members of this subcommittee as conflicting 
with the facts recited by Mr. Stewart in a speech before the National 
Petroleum Council on September 28, 1956. Mr. Stewart corrected 
his previous testimony and stated that the original draft of the plan 
of action was prepared by a group of oil-company lawyers on August 1 
in New York City.” 

Mr. Flemming testified that the Attorney General and his repre- 
sentatives had participated in the discussions involving the plan of 
action in the latter part of July.*! Assistant Attorney General Hansen 
testified that on July 31 or August 1 the Department of Justice began 
“our continuous process of informal consultation” * to keep abreast 
of the plan of action’s formulation. When questioned by this sub- 
committee, Judge Hansen admitted that his office had not participated 
in the drafting of the plan in New York City. He stated that al- 
though he had been in daily contact on the matter, there had been 
but two conferences.* 

From the record before this subcommittee, it is quite clear that the 
plan of action was drafted by the lawyers for the international oil 
industry and not by the Government. ‘The Department of the In- 
terior’s Oil and Gas Division, staffed with many former employees 
of the petroleum industry and oriented toward the oil industry’s point 
of view, was the moving force behind the industry plan of action. 
The Department of Justice, having the duty to enforce the antitrust 
laws, was relegated to the role of revising an existing plan by incorpo- 
rating certain changes, rather than actively participating in the draft- 
ing of this plan to insure the maximum protection to our competitive 
economy. 

2% Hearings, pp. 574-575. 
27 Id. at p. 575. 

8 Id. at p. 22. 

2° Id. at pp. 66-67, 71-72. 
* Td. at pp. 638-639, 

31 Hearings, p. 22. 


2 Id. at p. 666. 
8 Id. at p. 661. 
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On August 9, 1956, the Attorney General submitted his quarterly 
report stating: 


The Department of the Interior has advised us that all 
members of the old Foreign Petroleum Supply Agreement 
have agreed to participate in the amended plan, described in 
my report of February 20, 1956. 

In accordance with the amended plan, a permanent staff of 
full-time Government employees is being gathered for the 
new Washington office. In the meantime, some of the staff 
formerly employed by the oil-company members have been 
put on the Government payroll as full-time employees. Of 
the two pending Committee Reports, one has been completed 
and the other is three-quarters finished. 


The above few meager lines are all that was deemed necessary by 
the Attorney General to report to Congress, notwithstanding that he 
was fully aware of the pending plan of action which would be pro- 
mulgated the next day. In testimony before this subcommittee 
Judge Hansen stated that it was his decision not to report to Congress 
the full details of the pending plan of action.* 

Congress was not advised of all the facts. There is no reason why, 
in his August 9 report, the Attorney General could not have informed 
the Congress that the plan of joint action was being formulated and 
was nearly ready for adoption. 

On August 10, 1956, the Attorney General, as he later stated, 
“reluctantly” gave his approval to the plan of action.*6 The plan 
created a Middle East Emergency Committee (MEEC), consisting 
of 15 major United States petroleum concerns engaged in foreign 
operations. The plan authorized activities by the MEEC which 
overlapped the functions of the Foreign Petroleum Supply Com- 
mittee.” To avoid the antitrust safeguards, the existing Foreign 
Petroleum Supply Committee was not utilized, but in its place was 
created a similar organization with a new name. In fact, the MEEC 
members were drawn largely from the membership of the Foreign 
Petroleum Supply Committee.* 

Under the plan, the MEEC was authorized to estimate the petro- 
leum requirements, product by product, of each foreign country or 
area to be supplied, and the supplies available therefor, and prepare 
and submit recommended schedules to the Administrator of the plan 
for cach such foreign country or srea; make surveys and investigations, 
and obtain, analyze, and keep current information and data, with 
respect to foreign petroleum operations, and make recommendations 
with respect to stocks of petroleum to be maintained in friendly 
foreign nations. The MEEC was not to be fully activated until the 
Administrator had made a finding that a substantial Middle East 
petroleum transport stoppage had occurred. In such an event, the 
plan of action authorized some or all of the participants to take 
cooperative action through the use by any or all of the participants 
of the storage and transportation facilities available to any of them 
regardless of ownership. 

“A. G, Report on DPA, August 9, 1956, p. 23. 
% Hearings, p. 665. 
* A. G. Report on DPA, November 9, 1956, p. 28. 


7 Id., February 9, 1957, p. 21. 
#* Ibid, 
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As, noted above, on May 8, 1956, the Government included three 


antitrust safeguards in the voluntary agreement providing for (1) 
Government chairman, (2) full-time staff of Government employees, 
and (3) nondisclosure of individual company data to competitors. 
The Government proved that it gave only lip service to these anti- 
trust safeguards when in August 1956, the plan of action creating 
MEEC was adopted and these safeguards were waived. 

Whereas the voluntary agreement required full-time Government 
chairmen for the main committee as well as all subcommittees, the 


plan of action did not contain this requirement. 
its subcommittees have operated under industry chairmen. 


The MEEC and all 


Although the voluntary agreement provided for the use of full- 
time Government employees as the staff, the plan of action did not 
General approved this 
omission, notwithstanding that the day before he had reported to 
Congress that ‘‘a permanent staff of full-time Government employees 
is being gathered for the new Washington office’’® of the Foreign 


contain this requirement. 


Petroleum Supply 


Committee. 


The 


Attorney 


The 


Attorney 


General 


has since 


stated that the Government staff could not be utilized since it was not 
yet fully organized.” 
While the plan provided that the facilities of the voluntary agree- 


ment for 


feas ible.4! 


plan of acti 


The plan also provided that the confidentiality of 


that such limitation no longer serves the national interest. 


The limitations 
disclosure, exchange or discussion of information, 


on. 


the collection of information, 
guards, should be used where possible, 


im 


the 


the voluntary 


with its full antitrust safe- 


Administrator made a 
finding shortly after the plan was promulgated that such use was not 


agreement 
were waived in the 


f 


upon the 


estimates by a 
company of its individual future production or sales must be preserved, 
unless the Administrator found a substantial Middle East petroleum 
transport stoppage, or, with the approval of the Attorney General, 


On 


August 14, Assistant Secretary Wormser issued his first request for 
information from the MEEC.” On that same date, 
made the finding that the restriction on exchange of information be- 


tween MEEK( 


Mr. 


Wormser 


’ participants was no longer in the national interest.** 


The Attorney General approved this determination on August 20. 
Thus, within 10 days after the promulgation of the plan, the antitrust 
safeguard restricting the exchange of competitive information was 


waived. 


The chairman of the MEEC was asked why it was necessary to waive 


the restriction against nondisclosure. 


He offered no adequate expla- 


nation why individual company data could not be funneled through 
the Government to the MEEC without the necessity of disclosing 
this data to other MEEC members.” 

Mr. Flemming testified that the plan of action was in ‘‘conformity’’ 


and “harmony 


39 Supra. 


” 


40 A. G. Report on DPA, February 13, 1957, p. 23. 
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#2 Hearings, p. 676. 


8 Id. at p. 677. 
44 Td. at p. 679. 
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the voluntary agreement.“ However, when questioned, Mr. Flem- 
ming readily admitted that the plan of action did not contain the 
provisions for Government chairmen and a Government staff.’ 

Notwithstanding the omission of antitrust safeguards in ‘the plan 
of action, Judge Hansen testified that ‘the bulk of the voluntary 
agreement’s safeguards was carried over into the plan” which, he 
said, “‘preserved fully the substance with which we are concerned.” * 

However, the bulk of the antitrust safeguards mentioned by 
Judge Hansen were specified in the 1953 voluntary agreement and it 
was the inadequacy of these safeguards which led the Attorney 
General to conclude that the adverse effect of the voluntary agreement 
upon the competitive free enterprise system outweighed its benefits 
to the national defense. It was the failure of these safeguards which 
led the Attorney General to insist upon the inclusion of the three 
additional antitrust safeguards in the May 8, 1956, voluntary agree- 
ment. It was these latter safeguards which were waived in the plan 
of August 10. 


AMENDMENTS TO THE PLAN OF ACTION 


From mid-August until early December the MEEC’s activities 
consisted of the gathering of information and statistics. On October 
31, the Suez Canal was blocked and on November 3 the fraq Petroleum 
Co.’s 3 pipeline was disrupted. On November 30, the President in- 
structed Mr. Flemming to take steps to activate the MEEC.*” On the 
same day Mr. Wormser, as Administrator of the plan, made the formal 
finding as to the Middle East petroleum transport stoppage,” which 
brought into effect the provisions of the plan permitting cooperative 
action by the participating oil companies. The lapse of time between 
the promulgation of the plan of action on August 10, and the full 
activation of the operational activities of the MEEC on December 3, 
was explained by Mr. Flemming as due to the policy decision of the 
President.®' 

On November 29 Mr. Wormser formally proposed several amend- 
ments to the plan.” On November 30 the Attorney General received 
letters from Messrs. Wormser, Flemming, Deputy Secretary of 
Defense Reuben B. Robertson, Jr., and Acting Secretary of State 
Herbert Hoover, Jr., urging the activation of the MEEC.® On 
December 3 the Attorney General approved the amendments to 
the plan.* 

Although section 708 of the Defense Production Act requires con- 
sultation with the Chairman of the Federal Trade Commission, the 
record before this subcommittee indicates this was not done. Mr. 
Flemming admitted that there had not been any prior consultation.” 
Judge Hansen testified that members of his staff had had two tele- 
phone conferences with the Federal Trade Commission,” but regretted 
not consulting with them more.” 

47 Td. at p. 17. 

48 Td. at p. 687. 

49 Hearings, pp. 19-20. 
0 Td. at pp. 680-681. 
Id. at p. 44. 

82 Td. at pp. 682-683 

8 Id. at pp. 681-685 

4 Id. at pp. 685-686 

55 Td. at p. 55. 
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The amendments approved by the Attorney General on December 
3 substantially broadened the area of operations of MEEC beyond 
the scope of the voluntary agreement and added new anticompetitive 
risks to the plan. 

These amendments provided in essence that: (1) Membership on 
the MEEC and participation in the plan of action would not be 
limited to oil companies with foreign operations; (2) the schedules 
implementing the plan of action would consist of broad programs; 
(3) the MEEC and its members could participate in actions or pro- 
grams requested by foreign governments or agencies designated by 
the Administrator; and (4) the MEEC members could take coop- 
erative action within the continental United States. 

From the outset it was quite apparent that efforts to supply the 
free world with oil would affect the entire economy of the United 
States. It is of utmost importance that any program, formulated 
and carried out in haste under duress of an emergency, should not 
be permitted to propagate monopolistic arrangements among the 
great international oil companies. In its efforts to scrutinize all 
operations under the plan, Senator O’Mahoney and the staff of this 
subcommittee held numerous conferences with the various interested 
Government agencies. At a conference with Messrs. Seaton and 
Wormser, Senator O’Mahoney suggested that a broadening of the 
membership of MEEC to include representatives of the domestic oil 
industry would decrease the risk of permanent injury to our com- 
petitive free enterprise system. Since the adoption of the amend- 
ment opening the membership of MEEC, Mr. M. H. Robineau, 

resident of Frontier Refining Co., has been added as a member of 

LEEC. 

The amendment allowing implementing schedules to consist of broad 
programs and the amendment permitting the MEEC and its members 
to participate in programs requested by foreign governments or 
agencies, raise grave antitrust dangers. 

Under the original plan, implementing schedules were to be set 
forth in detail and approved in advance. These schedules were to 
cover each transaction between and among the members of MEEC 
as to transportation, distribution, purchase, loans, sales, or exchanges 
and alterations in the rate of production of crude oil and petroleum 
products. Under the amendments approved on December 3, sched- 
ules were issued which set forth the broad objectives only, and the 
MEEC members were permitted to act in concert without any advance 
approval of their transactions. The Attorney General reported that 
the antitrust exemption would extend only to action that is fully 
reported and would thus narrow the anticompetitive risks. Under 
the amendments the transactions would be reported to the Govern- 
ment after they had been completed and would be subject to a review 
by a Government committee. 

This review committee was established on January 11, 1957, by 
Mr. Wormser and held only six meetings between January 25 and 
April 12, 1957. The Department of Justice took the position it 
would not approve or disapprove any of the reports filed. It is quite 
clear that the Government was not supervising the details of the 
transactions by the MEEC members 


8 Hearings, p. 73; appendix, p. 1981. 
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The anticompetitive risks were also increased by the amendment 
permitting the MEEC members to cooperate with foreign govern- 
ments or their agencies “whether or not such programs or actions are 
covered by a schedule.” There are inherent cartel dangers in allowing 
American international oil companies sitting as the MEEC to cooper- 
ate with other international oil companies functioning as agencies of 
foreign governments. In justifying this amendment Government 
witnesses testified that the only foreign government agencies or com- 
mittees which have been designated by the administrator of the 
plan are the oil committee of the Or ganization for European Economie 
Cooperation (OKEC), its oil committee and the industry advisory 
group established by OEEC, the Petroleum Industry Emergency 
Group (OPEG).” However, the member companies of OPEG have 
been described in the Government’s oil cartel suit, as part of the con- 
spiracy of worldwide division of markets. To allow these companies 
to take cooperative action, opens the door for continuation of business 
practices which the Government in its suit claims are illegal. Mr. 
MeHugh has already noted how OPEG—-MEEC operations enabled 
the world-cartel partners to act so as not to disrupt existing market 
patterns. 

It is suggested that the amendment permitting MEEC members 
to take cooperative action within the continental United States was 
as unlawful extension of authority. The very essence of the voluntary 
agreement relating to foreign petroleum supply, as its name indicates, 
is : designed to deal with foreign operations and supply. This amend- 
ment was an attempt to bring unauthorized domestic operations or 
transactions within the antitrust immunity provisions of the voluntary 
agreement and the plan of action. 

An example of this is schedule 4 of the plan of action, approved 
and issued on January 24, 1957. This schedule granted the MEEC 
members antitrust immunity and the power to make arrangements to 
change operations of pipelines and other transportation facilities 
within the United States.” Mr. Wormser, who issued and approved 
this schedule, testified that the oil companies “felt that they ought to 
have antitrust immunity if they were even to discuss that with their 
competitors.” “ Mr. Wormser also stated that it was his understand- 
ing that the rearrangement of domestic pipelines could not be carried 
on unless pursuant to a schedule clothing the transaction with in- 
munity.” At the hearing before this subcommittee, Mr. Wormser 
announced that he had given instructions to the MEEC that no action 
should be taken under schedule 4 without 72 hours’ notice and that, in 
effect, it had been suspended.® In explaining his action, Mr. Wormser 
stated: 


I discovered there was some feeling that putting 
this schedule into operation would spill over into the do- 


mestic area to the detriment of the domestic independ- 
ents. * * * ¢# 


Nevertheless, the staff of this subcommittee, during the course of its 
investigation, discovered at least two instances when MEEC members 


5% Hearings, p. 688. 
6 Id. at p. 75. 
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took joint action to reroute domestic pipelines before the issuance 
of schedule 4 on January 24, 1957. The minutes of the meeting of the 
MEKC supply and distribution subcommittee of January 4, 1957, 
reveal that schedule 4 was proposed by Gulf Oil Corp. who had already 
worked out one such arrangement and had arranged another.” 
Testimony before this subcommittee revealed that one of the arrange- 
ments involved four companies, each owning a pipeline.” 

It should be noted that the joint arrangements were undertaken 
prior to the issuance of schedule 4 on January 24, 1957, and therefore 
not within the immunity protection of the plan of action. At a 
meeting of the MEHC on January 4, 1957 R. S. Fowler, director of the 
voluntary agreement, stated that schedule 4 was necessary in order to 
invoke the immunity protection of the plan of action and that this 
protection would also flow to the other companies who were not par- 
ticipants to the plan.” 

In testimony before this subcommittee, Judge Hansen stated the 
Department of Justice had approved schedule 4 and that in the absence 
of a schedule authorizing some kind of joint action by the companies 
with reference to pipelines, this type of activity ‘might well be” in 
violation of the antitrust laws.* In his February 9, 1957, report to 
Congress, the Attorney General, commenting on the operations of 
the amended plan of action, stated: 


* * * Tn the United States, joint action has been taken to 
alter the flow of certain pipelines, and combine the operations 
nm oa. * oe 


When questioned about this statement, Judge Hansen stated: “I do 
not know of any other basis that it could be done under other than 
schedule 4. Therefore, my conclusion is that it comes within sched- 
ule 4.” After further discussion, Judge Hansen agreed to review 
these transactions, and stated that action will be brought if they were 
in violation of the antitrust laws.’' No report to this subcommittee 
has yet been made.” 


SUMMARY AND CONCLUSIONS 


In net effect, the type of plan of action which was created under 
the voluntary agr eement as amended in May 1956, exceeded the law- 
ful scope of this agreement. The establishment of the MEEC through 
the guise of a plan of action was a device to bypass the cong ressional 
intent to limit the scope of voluntary agreements and raises a serious 
question as to whether or not the MEEC was in violation of the 
Defense Production Act, as amended in 1955. 

In permitting the agreement to continue in 1956, Congress had 
assumed that future plans of action would be strictly limited by the 
provisions of the agreement w ith its existing antitrust safeguards. It 
certainly did not contemplate a newly created committee operating 
without the antitrust safeguards. Moreover, Congress did not con- 

6 Id. at p. 1288. 
66 Td. at p. 1291. 
67 Appendix, p. 1911. 
68 os peerings, p. 725 
G. Report on DPA, Feb. 9, 1957, p. 24. 
70 Hearings, p. 725. 
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72 See hearings, p. 655. 
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template the extension of this agreement to affect. domestic petroleum 
operations, a concept wholly alien to the basic voluntary agreement. 

Mr. Wormser testified that time was not availeble to work out long- 
range plans * and it was concluded to use a program similar to the 
one used in 1951 during the Iranian oil crisis.* Mr. Flemming testi- 
fied that no alternative plans were considered but it was assumed 
that this was the only way in which the Government would proceed.” 
He estimated that 6 months would be required to organize and staff a 
Government agency to direct the program.” In contrast, Assistant 
Attorney General Hansen testified that alternatives were considered 
but that time was of the essence” and that the plan of action was 
“the only feasible method to meet the emergency.” He testified 
that consideration was given to the possibility of using priorities and 
allocations powers under the Defense Production Act which would 
allow the Government to direct the movement of American oil with- 
out involving the companies in any joint action having antitrust im- 
munity. Judge Hansen referred to the letter of November 30, 1956, 
from Mr. Flemming to the Attorney General, which discussed this 
possibility.” This letter states: 


Under existing statutory authority this Government may 
allocate materials in the interest of national defense with- 
out the consent of the industrial concerns involved and it 
would, therefore, be theoretically possible for the Govern- 

ment to direct the movement of all oil subject to American 
jurisdiction without involving the companies in any joint 
action having antitrust implications. Such a procedure 
would, however, have several deficiencies, any of which 
would make it ineffective in the relief of the existing stoppage. 


In commenting on the above, Judge Hansen testified: 


In short, we might have been able to direct, to some 
extent, the United States’ companies in their world move- 
ments of oil. But the major portion of the oil concerned 
was produced for foreign distribution. And a large share of 
it was controlled by foreign companies and foreign govern- 
ments. Serious problems of jurisdiction thus rendered this 
alternative unfeasible.” 


Notwithstanding the testimony that time was not available to work 
out any alternative mode of operation, evidence and testimony before 
this subcommittee indicate that 8 or @ months prior to the Suez 
stoppage the Government actively considered the possibility of an 
interruption in the flow of oil from the Middle East. 

In a speech before the National Petroleum Council, Mr. Stewart, 
Director of the Office of Oil and Gas of the Department of the Interior, 
stated that as early as March 1956 his office had begun reviews and 
made its first study and appraisal of what an interruption in the flow 
of oil from the Middle East might mean to the national defense of the 

7% Hearings, p. 63. 
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United States. Mr. Stewart testified that his information concerning 
the unrest in the Middle East came from the State Department.*! 

In their zeal to turn over responsibility for the program to private 
industry, Government officials did not appear to have given sufficient 
consideration to an alternative program directly administered by the 
Government. Despite the admission that the Government had power 
under the priorities and allocations provisions of the Defense Produc- 
tion Act to direct oil shipments to Europe, the operation of the oil 
lift program was turned over to private industry in accordance with 
the basic principle stated by Secretary Seaton of ‘letting “the industry 
handle this problem to the maximum extent possible with the least 
Government interference consistent with the national interest and 
Federal law.”’*? In view of the fact that in early 1956 the Government 
first began formulating plans to meet a Middle East oil crisis, specific 
legislative authority to meet this emergency should have been sought, 
thus obviating reliance upon a plan of action of doubtful legality. 

The petroleum shortage in Western Europe as a result of the Suez 
crisis has now ended. The operational activities of the Middle ar 
Emergency Committee have been formally terminated. On May 2: 
Secretary Seaton wrote the Chairman of the MEEC that wit 
1, 2, and 3 would terminate on May 31, 1957.°% Under the circum- 
stances, and in view of the dangerous consequences to competition 
from this type of program, it would seem appropriate for the Attorney 
General to take immediate steps to withdraw his approval of the plan 
of action creating the MEEC. ‘The responsible Government agencies 
should amend the Voluntary Agreement Relating to Foreign Petroleum 
Supply by removing the section which authorizes plans of joint action. 
If the interests of national defense require, those provisions of the 
voluntary agreement providing for the gathering of information should 
be left intact. However, the responsible Government agencies should 
immediately proceed to devise new methods for dealing with possible 
future oil emergencies through Government organization. Specific 
legislative authority should be requested, if needed. ‘The use of oil 
industry personnel on a voluntary basis or as advisory committees to 
formulate and determine governmental policies should be prohibited. 
It is suggested that legislation be enacted requiring all advisory com- 
mittees and voluntary agreements to be chaired and supervised by 
full-time salaried Government employees. 

8! Hearings, p. 640. 
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MINORITY VIEWS 


INDIVIDUAL MINORITY VIEWS OF SENATOR EVERETT 
McKINLEY DIRKSEN 


Senator Dirksen expresses his views by disagreeing emphatically 
with the position taken by the majority report on the so-called oil-for- 
Europe program. The minority, fully realizing the grave responsi- 
bility upon Congress and others whenever any crisis develops such as 
the stoppage of the flow of oil around the world, still believes that one 
must be objective and realistic in reviewing the so-called oil-for-Europe 
program. 

Before discussing the various issues raised at the Senate hearings on 
the oil-lift operation, it would do well at this time to present in this 
report brief references as background material. 


I. Score or INQUIRY 


(A) INTRODUCTION 
(1) Chronology 

September 8, 1950: Defense Production Act of 1950 signed by 
President Truman. 

December 16, 1950: As result of Korean invasion President Truman 
declared national emergency and created Office of Defense Mobiliza- 
tion. 

Spring 1951: Iranian crisis. 

June 25, 1951: First Petroleum Voluntary Agreement under the 
Defense Production Act, 1950. Foreign Petroleum Supply Committee 
(FPSC) appointed. 

July 26, 1951: Plan of action of Iranian crisis. 

July 8, 1952: Plan of action revoked. 

May 1, 1953: A new voluntary agreement became effective. 

May 8, 1956: Approval of amended voluntary agreement. 

July 26, 1956: Suez Canal nationalized by Egypt. 

July 31, 1956: Dr. Flemming, ODM, wrote Interior alerting it of 
Suez crisis. 

August 1, 1956: Interior acknowledges crisis by oil stoppage to 
United States defenses and security. 

August 7, 1956: Plan of action recommended by FPSC. 

August 10, 1956: Attorney General approves plan of action. 

October 31, 1956: Suez closed to traffic. 

November 3, 1956: Iraq pipelines wrecked. 

November 30, 1956: President authorizes operation of MEEC. 

December 3, 1956: Amendments to plan of action. 

December 7, 1956: Schedules issued implementing plan of action. 

January 3, 1957: Humble Oil announces price increase followed by 
other companies on later dates in January. 
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January 24, 1957: Additional schedules issued. 

February 5, 1957: Senate joint subcommittees begin hearings. 

April 18, 1957: Government announces suspension of oil lift to 
Europe. 

May 31, 1957: Schedules expired. 

Contrary to the impressions conveyed by the majority report, the 
administration did not embark on a new method of dealing with an 
international oil supply emergency. It used a method which had 
been tried by previous administrations and had been proven highly 
successful. In fact, the oil companies requested by this administra- 
tion to participate in the V oluntary Agreement for the Oil for Europe 
Program are essentially the same companies which a previous adminis- 
tration of a different political party asked to perform a similar service 
in virtually an identical way several years earlier.’ 

The voluntary agreement program was not, as the majority has 
suggested, bandebese by the oil companies to conspire with each other 
and with the present administration. The record shows that the 
majority is clearly wrong. The administration asked the companies 
to cooperate, just as previous administrations had done. 

Also, it should be noted that neither does the record support the 
majority’ s contention that the integrated companies dominate, pre- 
vent, or have the power to destroy the operations of independent 
refiners and producers. We agree with the majority that the petro- 
leum industry is a highly dynamic segment of the economy. The 
record shows the independent producers and refiners to be strong and 
healthy elements in the industry and highly successful in their 
operation. 

(2) Problems created by oil stoppage 

Mr. Stewart P. Coleman, chairman of the Middle East Emergency 
Committee and vice president of Standard Oil Company of New 
Jersey, in his prepared statement, at pages 5, 6, and 7, submitted to 
the Senate joint subcommittee hearing on March 3, 1957, concisely 
stated the many serious problems cr reated by the Middle East oil 


stoppage: 


Many serious problems were created by the great sudden 
and violent shifts in free world oil movements that threatened 
to result and then did in fact result from the Middle East 
crisis. ‘There were powerful, radiating, and complicating 
impacts upon peoples, governments, and industry. The 285 
million people that live in the 17 OEEC countries of Western 
Kurope were threatened with economic and industrial dis- 
locations and shortages. The governments of those countries 
had to face the possibilities of all the problems to which those 
dislocations and shortages might give rise. The Middle 
East governments were faced with serious cutbacks in their 
oil production and substantial and, in some case, very grave 
decreases in their national revenues. Our own Federal 
Government faced, of course, many serious political and 
economic problems. 


1 See exhibit at. end of this statement. 
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The minutes of meeting No. 7 on December 3, 1956, con- 

cerning the statements of Dr. Flemming, Director of the 
| Office of Defense Mobilization, are as follows: 
» “He emphasized that the situation, particularly in Western 
Europe, was very serious and threatened to weaken the 
NATO alliance and that he was sure that all of the members 
of the Middle East Emergency Committee could appreciate 
the significance of the relationship between what the com- 
mittee was being requested to do and our Government’s 
foreign relations, particularly with the NATO countries. 
He emphasized that anything and everything that can be 
done by the Middle East Emergency Committee to make 
effective its operations to meet the foreign petroleum emer- 
gency would be a major contribution to the security of the 
Nation at a critical point in its history.”’ 


Also with respect to the comments of Mr. Moline of the Department 
of State, the minutes state: 


«“* * * Mr, Moline stated that the prime motivation of 


the Department of State in urging that the committee be 
requested to take steps to meet the foreign petroleum emer- 
gency was to stop the exceedingly fast drift of the situation 
into an unsatisfactory position in Europe. He stated that 
the State Department was well aware that there would be 
shortages of petroleum in Western Europe despite all efforts 
that could be made by the Middle East Emergeney Com- 
mittee, but he stated that even the announcement of the 
fact that the committee was being requested to take action 
had helped to stop the rise of anti-American feeling among 
the European nations and that the committee’s actions could 
at least make sure that no military shortages developed in 
Western Europe. He informed the committee that the 
State Department had cautioned the European nations that 
the shortages resulting from the disruption of Middle East 
supplies could not be made up completely. Mr. Moline 
added that he would be glad to discuss later the organizational 
arrangements that were being made for coordination with 
the Organization for European Economic Cooperation and 
particularly an industry advisory group of that Organization 
(OPEG) that had been set up on the previous Friday.” 

Every segment of the world oil industry was affected in 
varying ways and to varying degrees. The American oil 
companies engaged in foreign operations, as well as other 
companies engaged in the international oil business, found 
themselves suddenly unable to supply their customers in 
Western Europe and north Africa. Consumers in the 
United States were apprehensive that they might suffer 
petroleum shortages because of diversions of oil to Europe. 
Producers, refiners, and marketers of oil in the United 
States faced a variety of uncertainties caused by the stoppage. 
Tanker owners found, of course, a swift rise in requests for 
their ships, while owners of oil in the United States and 
Caribbean Gulf felt a rapid increase in demand for their 
goods.” 
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In the words of the chairman, the purpose of the meeting was to 
confer with the reperesentatives of the executive branches of the 
Government about details of the plan by which this Government is 
attempting to aid its Western European allies by substituting petro- 
leum and petroleum products for the flow from the Middle East 
which has been suspended by the blockade of the Suez Canal. And, 
secondly, to ascertain the reasons for the increase in the price of crude 
oil on January 3, 1957, followed by increases in the price of fuel oil 
distillates, gas and other oil products to consumers in the United 
States and the re lationship of such price increases to the Suez crisis. 
However, the scope of the inquiry was enlarged to include the 
following problems cited on page 12 of the transcript of June 12 1957: 
(1) The effects of imports upon development of the domestic 
oil industry; 
(2) Control of major oil companies over transportation of 
petroleum and petroleum products, particularly pipelines; 
(3) Attempts to construct an independent pipeline to the 
west coast; 
(4) Depletion allowance of major oil companies granted for 
their foreign operations; 
(5) Competitive implications of joint ownership in the oil 
industry; 
(6) Aramco arrangements for profit sharing with Saudi Arabia 
resulting in payment of no American income tax; 
(7) Oligopoly pricing pattern for crude oil and price leadership 
in sale of products; 
(8) Advantages of major integrated companies over independ- 
ent producers and refiners. 


(B) THE HEARINGS 


The Senate hearings on the oil for Europe program were conducted 
jointly by the Subcommittee on Antitrust and Monopoly of the 
Committee on the Judiciary and the Subcommittee on Public Lands 
of the Committee on Interior and Insular Affairs. The hearings began 
on Tuesday, February 5, 1957, and proceeded for a period of 18 sepa- 
rate hearing days ending Friday, March 22, 1957, covering over 
3,223 pages ‘of transe ript exclusive of insertions which must be printed 
into the record. 

During the course of the hearings, we had as witnesses representa- 
tives of the executive and legislative branches of the Federal Govern- 
ment, State and municipal officials, officials and representatives of all 
facets of the oil industry-——production, refining, transportation, and 
marketing—and interested organizations and individuals. 





(C) THE STAFF REPORTS ON EMERGENCY OIL PROGRAM 


On Wednesday, June 12, 1957, the Senate Antitrust and Monopoly 
Subcommittee attempted a de »parture from its long-established pro- 
cedure of executive sessions in consideration of its ‘proposed reports. 
This departure was in the form of staff assistants presenting facts, 
conclusions, and recommendations in an open public session rather 
than an executive session. Certain of the stafl’s facts, conclusions, 
and recommendations were erroneous or ill-founded. 
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Unfortunately, the various appropriation bills were being discussed 
in the Senate during those days and on the morning of June 12, the 
Senate went into session at 9:30 a. m., which prevented several 
members of the subcommittee being present. 

It should be pointed out at this time, only 2 staff assistants pre- 
sented their reports and the other 2 were filed without the opportunity 
of close examination by the Senators of the subcommittee. In brief, 
the minority will strongly recommend in this report that such a 
departure from the established procedures of considering reports of 
subcommittees in executive sessions will never again be permitted. 


Il. Masortty Report’s CoNcLusIons AND RECOMMENDATIONS 


While majority recommendations and conclusions appear elsewhere 
in this consolidation of majority and minority reports, they are again 
set down here to facilitate the examination of the minority report’s 
summaries and conclusions. They are as follows: 

The recommendation of the President’s Cabinet Committee to 
restrict oil imports through voluntary agreement raises serious 
questions concerning the legality of such an agreement under the 
antitrust laws. It has definite anticompetitive implications and 
tends to preserve the market position of the international oil 
companies. A flat percentage cutback imposed on the major 
importers, predicated upon a historical base period, perpetuates the 
market shares which the Department of Justice charged in its cartel 
suit against these importers were arrived at by illegal. agreements for 
dividing up world markets. The Cabinet Committee’s program will 
discourage both new entry and growth of smaller importers because 
it requires the consent and cooperation of the dominant international 
oil companies who would have to share a part of their own quotas. 
[In addition, major importers possessing high import quotas will be 
advantaged in negotiating with foreign governments for future 
concession rights to the detriment of any new or recent importers. 
The voluntary agreement as reo ommended by the Cabinet Committee 
restricts only crude oil, and further benefits the integrated inter- 
national oil companies which operate refining facilities abroad and 
whic h can readily shift their imports from crude oil to products. 

The creation of the plan of action setting up MEEC, with im- 
munity from the antitrust Jaws, was an improper delegation of 
essential governmental responsibility to a group of privately owned 
international oil companies. These private oil companies, some of 
whom are defendants in pending Government antitrust and over- 
charge suits, were entrusted with administering a program in which 
their pecuniary interests conflicted with the objectives sought by the 
Government. In their zeal to turn over responsibility for the program 
to private industry, Government officials did not appear to have 
given sufficient consideration to an alternate program directly 
administered by the Government. 

The 1955 amendments to the Defense Production Act strictly 
confined future voluntary agreements among industrial competitors, 
¥ carrying out defense objectives, “‘to equipment used primarily by 

r for the military.’ Congress had deemed the existing voluntary 
Sinaens relating to foreign petroleum supply a nonmilitary agree- 
ment. The plan of action with its amendments, created under the 
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existing agreement, exceeded the lawful scope of this agreement. This 
plan of action was a device to bypass the congressional intent to limit 
the use of such voluntary agreements. 

4. The United States has assumed responsibilities to its allies in 
Western Europe and the Middle East, as evidenced by NATO and 
the Middle East resolution. The Suez crisis called for positive Gov- 
ernment action to insure equity toward both producing and consuming 
countries, and to guarantee that the resulting dislocations did not place 
undue economic burdens on these countries. In conferring authority 
upon the international oil companies to carry out the MEEC program, 
the Government delegated responsibilities which vitally affected the 
foreign policy of the United States. The abdication of the obligation 
to meet these responsibilities to private corporations is inconsistent 
with the duty of the Executive under the Constitution to formulate 
= administer the foreign policy of the United States. 

There was no clear showing that cooperative industry action 
vovelrinn antitrust immunity was needed to deliver oil to Kurope 
under the program while the Suez Canal was blocked. In view of 
substantial shipments by individual companies in November before 
activation of MEEC, and the normal market incentive of American 
oil companies to protect their investments in European refineries and 
to serve their European customers, there is reason to believe that 
shipments of individual companies would have approximately equaled 
total shipments made under the MEEC program. 

In early 1956, when the Government first began formulating 
plans to meet a Middle East oil crisis, specific legislative authority 
should have been sought, thus obviating reliance upon a course of 
action of doubtful legality. 

The membership of MEEC was limited to certain major oil com- 
viisileis with foreign operations, thus ignoring the interests of inde- 
pendent producers, refiners, distributors and consumers, all of whom 
were affected by the program. In addition, if Venezuelan residual 
oil destined for industrial use in the United States had been diverted 
to Europe, some of the resulting shortage in this country could have 
been met or substantially alleviated by domestic coal. Nevertheless, 
the executive branch did not seek the participation of the coal in- 
dustry in formulating its program to help Western Europe’s fuel 
shortage or even to obtain its views concerning the effects of the 
program. The general public good cannot be served by delegating 
to one branch of an industry responsibility for a program affecting 
many different segments of the economy. 

8. The failure of MEEC companies to divert Venezuelan oil ship- 
ments from the United States to Western Europe demonstrates the 
inadequacy of the voluntary scheme for dealing with the oil crisis 
when it required action contrary to the economic interests of member 
companies. 

9. On May 8, 1956, the executive branch included three antitrust 
safeguards in the voluntary agreement relating to foreign petroleum 
supply providing for (a) government chairman, (6) full-time staff of 
Government employees, and (c) nondisclosure of individual company 
data to competitors. The executive branch proved that it gave only 
lip service to these antitrust safeguards when in August 1956, the 
plan of action creating MEEC was adopted and these safeguards 
were waived. 
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10. In carrying out the allocation decision of OEEC, the private 
oil companies followed historical patterns of distribution which the 
Department of Justice in its cartel suit charged were illegal. 

11. The European oil shortage stemming from the closure of the 
Suez Canal and the Iraq pipeline was mitigated through a combina- 
tion of petroleum rationing, substantial pre-Suez inventories, joint 
MEEC-OPEG activities, and an unusually mild winter. 

12. The record shows increases in first quarter 1957 profits of the 5 
principal companies on MEEC ranged from 13 to 32 percent over 
first quarter 1956 earnings, including profits made possible only be- 
cause of immunities granted under MEEC schedules. 

13. It is recommended that the Attorney General should take imme- 
diate steps to withdraw his approval of the plan of action setting up 
MEEC.' The responsible Government agencies should amend the 
voluntary agreement relating to foreign petroleum supply by remov- 
ing the section which authorizes plans of action. It is also recom- 
mended that the facts be laid before the Senate Banking and Currency 
Committee. 

14. In the interests of national defense, those provisions of the vol- 
untary agreement providing for the gvathering of information should 
be left intact. The responsible Government agencies should immedi- 
ately proceed to devise new methods for handling possible future oil 
emergencies through Government organization. If necessary, specific 
legislative authority should be requested. 

15. Four American oil companies own the Arabian American Oil 
Co. (Aramco) which has a 100-percent monopoly of oil production in 
Saudi Arabia. The record disclosed that when this fabulously profit- 
able concession was in need of additional capital, competitors were 
invited to participate rather than relying upon a public stock offer- 
ing. These four concession-owning companies exclude American 
companies and all others from purchasing oil from Aramco, by agree- 
ments to divide Aramco’s production in proportion to their stock 
ownership. In addition, the pricing arrangements between Aramco 
and its four owners result in noncompetitive and monopolistic prices 
for Saudi Arabian oil. This joint ownership and distribution pattern, 
established for the purpose of avoiding competition by setting up 
monopolistic controls over the production and sale of Saudi Arabian 
oil, presents to the Government of the United States the question as 
to whether or not it is in the public interest to allow the European 
cartel system to dominate the oil industry. 

16. It is recommended that the Department of Justice undertake a 
complete study of the joint ownership, purchase and operating 
agreements among Aramco and its four owners to determine whether 
they have resulted in unreasonably restraming the foreign commerce 
of the United States in violation of the antitrust laws. 

17. Testimony before the subcommittee disclosed that Aramco was 
instrumental in and gave its agreement to the issuance of a Saudi 
Arabian income tax decree designed to divert income taxes from the 
United States to Saudi Arabia in lieu of increased royalty paymeats. 

! Pursuant to the reporting requirement of the Defense Production Act of 1950, as amended, the Attorney 
General reported on August 9, 1957, that he had been advised that the plan of action and the MEEC had 
been terminated on July 31, 1957. However, there is no recommendation in this report to delete from the 
voluntary agreement the section which authorizes plans of action. The interested Government agencies 
have reiterated their belief in the necessity for maintaining the emergency functions of preparing possible 
future plans of action. 
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As a result, the United States has received no revenue in the form of 
income taxes from this company on its foreign operations. It is 
recommended that appropriate congressional committees review the 
legality and the propriety of these arrangements to determine whether 
remedial measures or corrective legislation are necessary to prevent 
future similar devices to deprive the United States of its legitimate 
income taxes. 

18. The large international oil companies operate through numerous 
subsidiaries and affiliates,? many of which are created by charters issued 
by foreign governments. In addition, these companies also retain 
inactive corporate shells to be used as needed for special purposes. 
Contractual arrangements of private oil companies with foreign 
governments require congressional scrutiny to determine whether 
private interests are being served at the expense of the public good. 
It is recommended that legislation be enacted to require all companies 
subject to the jurisdiction of the United States to register with an 
appropriate agency of the Government all contracts or agreements 
which, as defined in such law, have restrictive effects upon the forei ign 
commerce of the United States, and charters of all subsidiaries and 
affiliates created under the laws of foreign governments. 

19. It is recommended that the 274-percent depletion allowance 
granted petroleum producers be limited to production within the 
United States and its territories.® 

20. Adjustment of imports pursuant to section 7 of the Trade 
Agreements Extension Act of 1955, through a voluntary program of 
doubtful legality, or through quantitative restrictions, may give the 
major companies with foreign oil panne rigid market positions and 
monopoly profits on the oil they will be allowed to import. This 
raises the question as to whether an import duty would not be a 
preferable method of accomplishing the purposes of the act. In 
addition, such a duty would contribute to the revenue of the United 
States.’ 

Allegations were made to this subcommittee that the Office of 
Defense Mobilization declined to grant certificates of essentiality to 
build an independent pipeline to the west coast because of i improper 
influence exerted by major west coast oil companies who are defendants 
in a pending antitrust suit. In view of these charges, the subcom- 
mittee asked the Office of Defense Mobilization and the Department 
of the Interior to furnish information bearing upon the retusal to 
grant the certificate of essentiality. There is apparently a complete 
lack of coordination between ODM and its advisory agencies as to 
procedures and criteria utilized in the issuance of certificates of essen- 
tiality for the oil industry. It is recommended that the appropriate 

committees of the Congress review the granting of certificates of 
essentialiiy to determine whether the intention of C ongress under the 
Defense Production Act is being carried out. The exclusion of 
district V from any import restriction in the Cabinet Commiitee’s 
recent recommendations is a recognition that the west cost is a deficit 
oil area and would justify the Office of Defense Mobilization’s re- 
appraisal of the need for a pipeline from the surplus producing areas 
of Texas to the west coast. 

2 Subsidiaries and affiliates of MEEC members are listed in hearings, p. 1537 and appendix, pp. 2709-2727. 
3 Senator Estes Kefauver, chairman, who joins in this report of the subcommittee, desires to note that he 
has reservations as to recommendation No. 19, and that with reference to No. 20, he has doubts that an 


import duty would be a preferable method of accomplishing the purposes of the act as suggested in the last 
two sentences of this recommendation. 
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22. In view of the charges of discrimination made before this sub- 
committee, and in view of the power possessed by major integrated 
oil companies through ownership of more than 90 percent of pipeline 
capacity in the United States, it is recommended that the Depart- 
ment of Justice initiate an immediate investigation along the following 
lines: 

(a) Monopolization of common carrier pipeline transportation, 
including extent of interest in trucking companies. 

(b) Use of controlled pipelines to deny, independent producers 
a competitive market for crude oil. " 

(c) Use of controlled pipelines to restrict sources of oil to 
independent refineries. 

(d) Crude oil price discrimination against producers, 

(e) Pipeline proration. 

23. Historical review of involvement of the oil industry with pro- 
grams and objectives of the Government discloses that the industry 
has consistently been the beneficiary of preferential treatment, 
especially with respect to receiving various types of immunity from 
antitrust prosecution. Opinions by the Attorney General have in 
fact conferred antitrust immunity upon companies in the oil industry 
under procedures of doubtful legality since no express statutory 
authority existed for such grants. 

24. The Congress should undertake a comprehensive study of all 
grants of antitrust immunity by the Attorney General in the form 
of opinions or so-called “green-light letters” for the purpose of deter- 
mining whether immunities from the antitrust law should be granted 
only through express legislative authorization. 

25. Pending such study, the Attorney General should not grant 
antitrust immunity in any form where joint action by oil companies 
is involved, particularly relating to the proposed international oil 
pipeline in the Middle East and any program for voluntary restriction 
of oil imports. 

26. The use of oil-industry personnel on a voluntary basis or as 
advisory committees formulating governmental policy and determi- 
nation has characterized the operations of the executive branch over 
a long period of years. It is recommended that legislation be 
enacted to require that all advisory committees, voluntary agree- 
ments, and joint-action groups should be under the chairmanship, 
administration, and supervision of full-time salaried Government 
employees. 

27. Crude price increases in January 1957 triggered petroleum 
product price increases resulting in an estimated annual cost to con- 
sumers in excess of $1 billion, and $84 million to the United States 
Defense Department. ‘These price increases were more profitable to 
the majors than to the domestic producers because costs of foreign pro- 
duction had not increased in the same proportion as the costs of inde- 
pendent domestic producers. The latter have little control over price 
or production and must usually go along with the prices established 
by the integrated companies. The power to control the market, 
therefore, lies largely with the major integrated companies, and this 
is not substantially affected by cost changes affecting the entire 
industry. 

28. The major integrated oil companies entrusted with administer- 
ing the Government objectives of the MEEC program used the Suez 
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crisis as a pretext to increase crude oil prices. ‘This increase brought 
forth no additional domestic crude oil for shipment to Europe. 

29. The record disclosed that while the executive branch elected to 
delegate responsibility for this program to the private oil companies, 
it indicated little concern and made no appreciable effort to utilize the 
influence of the executive branch to curb price increases. 

30. There is a competitive market for industrial fuels in which oil 
and coal compete. During the course of the hearings the coal in- 
dustry submitted a statement, and evidence in support thereof, charg- 
ing that importers of residual oil pursued a deliberate pricing policy 
designed to harm the coal industry. In view of such charges, it is 
recommended that the Department of Justice, during the course of 
the pending grand jury investigation at Alexandria, Va., determine 
whether importers of residual oil have in fact engaged in pricing prac- 
tices in violation of the antitrust laws. 

31. In view of the failure of the executive branch to deal success- 
fully with the pressing problem of imports, the inadequacy of a co- 
ordinated transportation policy for both pipelines and tankers, the 
deficit in production of crude oil on the west coast, and the anti- 
competitive results of recent oil industry programs, it is recommended 
that an appropriate committee of the Congress study and propose a 
national policy for oil for the consideration of the Congress. 


Ill. Mrnorrry Reporr’s SUMMARIES AND CONCLUSIONS 


1. In view of the nature of the emergency and the urgency of im- 
mediate action, the Government’s decision to designate the Middle 
East Emergency Committee under the basic voluntary agreement of 
May 8, 1956, as provided by the Defense Production Act, as amended, 
was the only logical solution to this grave worldwide problem. It 
worked. The oil lift was a success. Europe’s essential oil needs were 
met without any interference in oil supplies to United States con- 
sumers. ‘To say some other plan might have been better is like saying 
a substitute would have been better after the regular player has just 
hit a game-winning home run. 

2. The actions taken by the Office of Defense Mobilization, the 
Department of the Interior, the Department of State, and the Depart- 
ment of Justice in dealing with the oil-for-Europe program have been 
completely vindicated by the success of the program. ‘The plan they 
instituted and guided was similar to those which had been proven in 
previous oil-supply emergencies—World War II, the Korean war, and 
the Iranian crisis. These Departments of the United States Govern- 
ment would have been gambling recklessly with the economic stability 
of our allies in Europe if they had chosen to experiment with some 
untried scheme in the grave supply crisis which followed the closing of 
the Suez Canal and the pipelines from the oilfields of iraq. 

3. The undisputed testimony of witnesses from all facets of the oil 
industry—production, refining, transportation, and market—shows 
that the increase in prices was long overdue. It was clear in the testi- 
mony that many small, independent companies in the oil industry 
would have been seriously hurt, perhaps eliminated from business, if 
increases in prices of petroleum products had not followed the increase 
in the price of crude oil. These independents also testified that it 
would have been wholly impractical to apply price fixing to the major 
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oil companies and not to them. They said they would have lost their 
markets if the suggestion for this double standard had been adopted. 

4. The testimony adduced at the hearings, including references to 
previous congressional reports, substantiates the need for continued 
application of the depletion provision in the Federal income-tax laws 
to oil operations in areas outside of the United States of America, as 
well as those within this country. The success of American oil com- 
panies in developing oil reserves abroad has made an invaluable con- 
tribution to the security of the country and its allies. 

5. The testimony adduced at the hearings, including references to 
previous congressional reports, substantiates the reasons for payments 
of foreign income tax as a credit against payments toward United 
States Federal income-tax payments, If foreign income taxes could 
not be used as 2 credit against payments toward United States 
Federal income taxes, all American business would be taxed twice and 
under a great handicap in competing with companies domiciled in 
other countries. If income taxes paid to certain foreign countries 
were disallowed as credits, that not only would be discrimination 
against the American companies affected, but also would put the 
United States Government in the position of discriminating as between 
friendly foreign countries. 

6. Majority report largely adopting the unwarranted charges of the 
staff members that ownership by major oil companies of pipelines is 
monopolistic, denies the independent producers of crude-oil access to 
markets, and restricts sources of crude oil to independent refiners is 
not justified, not based on any facts, and demonstrates a complete 
misunderstanding of pipeline operations. 

7. The testimony adduced at the hearings indicates clearly that 
imports into the United States east coast were reduced by 200,000 
barrels a day during the emergency. The increase in imports of 
Caribbean crude oil during the period was not only justified but neces- 
sary as a part of the oil for Europe program. The increase in Carib- 
bean imports only partially offset the virtual stoppage of imports from 
the Middle East which occurred when oil supplies from that area were 
diverted to Europe. Moreover, the oil companies found it impossible 
on short notice to replace certain special types of Venezuelan crude 
oil used for making lubricants, solvents, and other specialty products 
with suitable domestic types of crude oil which were in short supply; 

8. An examination of the testimony adduced at the hearings aie 
that some of the statements, conclusions, and recommendations con- 
tained within the staff reports are either erroneous or ill-founded. 
The unusual procedure of presenting these erroneous or ill-founded 
statements, conclusions, and recommendations in open session before 
the subcommittee has created confused ideas throughout the world, 
especially in the Middle East and Europe as to the operation and 
effectiveness of the oil-life program and as to the American oil com- 
panies operations abroad as a whole. Other nations not knowing the 
inherent characteristics of our political procedures take such reports 
as being those of the Senate committee itself, and as, therefore, cloaked 
with the great authority and authenticity provided by an official 
organ of that most powerful of deliberative bodies. 

9. An examination of the testimony adduced at the hearings shows 
that the statements, conclusions, and recommendations contained 
within the staff reports, referring to extreme and inconsistent criticism 
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upon the Attorney General and the Department of Justice staff, both 
for laxity in securing antitrust safeguards on the emergency operations 
under the voluntary agreement relating to foreign petroleum supply 
and for their overforceful efforts to secure the same safeguards claims 
made the whole operation illegal are erroneous and ill-founded. 

10. An examination of the testimony adduced at the hearings shows 
that some of the statements, conclusions, and recommendations 
contained within the majority report, as well as the staff reports, 
pertaining to such topics as joint ownership, affiliates, and subsidiaries; 
oil profits, first quarter 1957; independents and MEEC, are not well 
founded and the evidence is to the contrary. 


IV. IMpLEMENTATION OF Minority SUMMARIES AND CoNCLUSIONS 


POINT I 


In view of the nature of the emergency and the urgency of immediate 
action, the Government's decision to designate the Middle East Emergency 
Committee under the basic voluntary agreement of May 8, 1956, as 
provided by the Defense Production Act, as amended, was the only logical 
solution to this grave worldwide problem. It worked. The oil lift was 
a success. Hurope’s essential oil needs were met without any inter- 
ferrence in oil supplies to United States consumers. To say some other 
plan might have been better is like saying a substitute would have been 
better after the regular player has just hit a game-winning home run. 

The disruption to the international flow of oil resulting from the 
closing of the Suez Canal and the Iran Petroleum Co.’s pipelines to 
the Mediterranean was tremendous. Approximately 1,600,000 bar- 
rels a day of oil had been passing through the canal to Europe and to 
points in the Western Hemisphere. In addition, the IPC pipelines 
had been carrying over 500,000 barrels aday. Two-thirds of Europe’s 
supply of oil was affected by the stoppage of the canal and the pipe- 
Jines. The international situation was extremely tense and there was 
widespread concern that the Suez crisis would develop into another 
large-scale war. There was also great concern that critical shortages 
of oil would develop in Europe threatening the economies of nations 
friendly to the United States. It was essential to the security of the 
non-Cenimunist world that the oil lift to Europe succeeded. 

It was in this situation that Government made its decision to desig- 
nate the Middle East Emergency Committee under the basic volun- 
tary agreement of May 8, 1956, as provided by the Defense Production 
Act, as amended, to participate in a cooperative effort with the 
Government to meet the problem. The MEEC was composed of 
representatives from most of the American oil companies engaged in 
foreign operations. These were men who were experienced in the 
industry nd highly qualified in every way to make the oil lift a 
success. Dr. Arthur S. Flemming, Director of Defense Mobilization, 
testified before the Joint Committee on February 5, 1957: 


Now, the speed of such action in realining world supplies 
and involving in many cases diversions of ships at sea would 
not have been possible without the mechanism of the com- 
mittee. The magnitude of these accomplishments, particu- 
larly the cooperative actions that were necessary to effect 
the diversion to Europe of supplies normally moved to the 
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Western Hemisphere, could only have been accomplished 
through these provisions of the Defense Production Act under 
which we are working. 

* * * * * 


The committee organization also, it seems to me, had 
served to facilitate the carrying out of these actions by 
affording quick access to the detailed kind of information 
that is needed and by making available the combined judg- 
ment of petroleum experts from all the companies. 

For example, I was told about one company that had a 
complicated tanker movement of about 25,000 barrels per 
day halfway around the world which it considered to be the 
best way to use its tonnage. This movement was referred 
to the supply and distribution and tanker subcommittees 
of the Middle East Emergency Committee for detailed 
analysis. Their studies showed that while the movement in 
question was an efficient utilization of tankers by the indi- 
vidual company, it could be markedly improved upon from 
an overall industry standpoint by developing an exchange, 
and this illustrates how greater flexibility of the industry 
| as a whole can be substituted for an individual company’s 
limited flexibility in the case of an emergency. 

Now, of course, it is difficult to appraise mathematically 
the extent of the Middle East Emergency Committee’s 
assistance. The Department of the Interior informs me 
that in their judgment without the Middle East Emergency 
Committee, the oil assistance to Europe would have been 
30 to 50 percent less, and much of it seriously delayed during 
this critical period. 


The oil lift was a success. Several Government and oil industry 
witnesses testified during February and March that a serious supply 
crisis in Europe was being averted. Their forecasts, which were 
criticized at the time by the majority, were confirmed when the actual 
results became known. 

Under date of May 21, 1957, the MEEC, in a report to the Admin- 
istrator, says: 


It will be observed that prior to the stoppage of the Suez 
Canal and the Iraq Petroleum Co. pipelines, total petroleum 
supplies for the Eastern Hemisphere areas west of Suez 
averaged an estimated 3,250,000 barrels per day. Of this 
total, it is estimated that some 728,000 barrels per day 
originated from Western Hemisphere sources and 2,165,000 
barrels per day were moved via the canal and the Middle 
East pipelines. This quantity included some 50,000 barrels 
per day moved via Suez from Far East sources. The balance 
of the supplies of about 350,000 barrels per day was obtained 
from indigenous production and imports from the U. S. S. R. 
and satellites. 

During the period from November 1956 through March 
1957, it is estimated that an average of 3,007,000 barrels per 
day of petroleum supplies were shipped to the affected areas 
or produced locally. This was equivalent to slightly more 
than 90 percent of the supplies prior to the stoppage. Of 
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the total supplies available to the area during the period, it 
is estimated that 46 percent came from Western Hemisphere 
sources as compared with only 22 percent prior to the 
stoppage. Volumetrically, shipments from the Western 
Hemisphere averaged about 1,380,000 barrels daily of which 
it is estimated that some 625,000 barrels daily, or approxi- 
mately one half, represented emergency supplies. Ship- 
ments from the Persian Gulf via the Cape of Good Hope 
averaged 936,000 barrels daily and movements out of the 
Middle East pipeline terminals averaged 339,000 barrels 
daily. Practically all of this latter quantity was transported 
through the Trans Arabian pipeline. The flow of oil through 
the Iraq Petroleum Co.’s pipelines, was disrupted on Nov- 
ember 3, 1956, and was resumed partially early in March. 

It should be noted that, in addition to the direct emer- 
gency supplies of 652,000 barrels daily shipped from the 
Western Heinisphere to the affected areas during the Nov- 
ember-March period, there were made available from 
Western Hemisphere sources approximately 317,000 barrels 
per day of crude oil on the east and west coasts of North 
America to replace Middle East oil diverted to Europe. 

The total emergency supplies made available from the 
Western Hemisphere, both for direct shipments to the 
affected areas and as replacement for diverted Middle East 
crude, therefore averaged an estimated 969,000 barrels per 
day during the 5-month period. 

The additional supplies made available in the Western | 
Hemisphere were made possible by increased production, by 
heavy stock withdrawals during November and December, 
and by numerous unusual operations undertaken by member 
companies of the committee and by others, particularly in 
the United States. 

The increase in Western Hemisphere supplies was only one 
of several essential aspects of the complicated program 
required to offset the interruption of the normal flow of petro- 
leum supplies to the affected areas. Equally important was 
the increase in the effective carrying capacity of the available 
tanker fleet made possible by radical tanker redeployments. 
These redeployments were begun in November by individual 
company action, and were continued and broadened there- 
after by coordinated efforts pursuant to approved schedules 
under the plan of action. Another essential feature of the 
program was the close cooperation and coordination between 
the United States Government, the Middle East Emergency 
Committee, the OEEC oil companies, and its oil industry 
advisory body, OPEG. The combination of all of these 
efforts, together with action of the State regulatory bodies 
in increasing allowable production, made it possible to supply 
the affected areas with better than 90 percent of their normal 
petroleum supplies over the 5-month period despite the 
stoppage of movements through the Suez Canal and the Iraq 
Petroleum Co.’s pipelines. 


One of the criteria in the schedules under the MEEC plan of action 
was “the program will not either by itself or in conjunction with actions 
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taken on other approved schedules cause a deficiency of petroleum 
supplies within the United States.” Despite the great effort required 
to meet the emergency in Europe, there was not at any time any 
interference of any kind with the supply of petroleum products to 
consumers in the United States. 

Further as to the success of the oil lift, it is in order for the minority 
to mention in its report that the following comment was made in the 
preliminary report of the House Committee on Interstate and Foreign 
Commerce on the oil lift to Europe dated April 9, 1957. 


It appears that the oil lift to Europe has been eminently 
successful. During November and December 1956, 92 per- 
cent of Europe’s normal needs are stated to have been met. 
During first quarter, 1957, 92 percent of normal requirements 
are estimated to have been met, and at the close of the 
quarter, and during second quarter, 1957, Europe’s full 
normal requirements are estimated to be met. 

In view of the terriffic dislocations in normal transportation 
movement to Europe caused by the closing of the canal and 
pipelines at the end of October, when Great Britain, France, 
and Israel took military action against Egypt, a movement 
then amounting to some 2% million barrels daily, the success 
of the suddenly enforced alternate operation cannot but be 
hailed as a stupendous achievement on the part of the oil 
industry. 

POINT 2 


The actions taken by the Office of Defense Mobilization, the Department 
of Interior, the Department of State, and the Department of Justice in 
dealing with the oil-for-Europe program have been completely vindicated 
by the success of the program. The plan they instituted and guided was 
similar to those which had been proven in previous oil-supply emergen- 
cies—World War IT, the Korean war, and the Iranian crisis. These 
departments of the United States Government would have been gambling 
recklessly with the economic stability of our allies in Europe if they had 
chosen to experiment with some untried scheme in the grave supply crisis 
which followed the closing of the Suez Canal and the pipelines from the 
oilfields of Iraq. 

Under the Defense Production Act of 1950, as amended, several of 
the departments of the executive branch of the Government were 
given certain jurisdiction and authority to enter into voluntary 
agreement of programs “which may require the diversion of certain 
materials and facilities from civilian use to military and related 
purposes. It requires expansion of production facilities beyond the 
levels needed to meet the civilian demand. In order that this diversion 
and expansion may proceed at once and that the national economy 
may be maintained with the maximum effectiveness and the least 
hardship, normal civil production and purchases must be curtailed 
and redirected.” 

Dr. Arthur S. Flemming, Director, Office of Defense Mobilization, 
in his appearance before the joint subcommittee on Tuesday, February 
5, 1957, stated that the objective of his testimony was to refer to the 
responsibilities of the various agencies under the statutory authority 
from which the oil-for-Europe program was based and the procedure 
followed by those agencies for putting that program into effect. He 
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pointed out that Congress, under the Defense Production Act of 1950, 
as amended, gave authority to encourage voluntary agreements by 
private groups, and to extend antitrust immunities to participants in 
those agreements requested by the Government and, further, to be in 
the public interest as contributing to the national defense. 

The statute requires that the Attorney General’s approval be 
obtained on each agreement. Mr. Victor R. Hansen, Assistant Attor- 
ney General in charge of the Antitrust Division of the Department of 
Justice, appeared as a witness on February 20, 1957, and, in a well- 

repared statement and in answers to many questions propounded to 
a gave a full review of the action of the Department of Justice in 
the approval of the various agreements which by law were required 
before the oil-for-Europe program could go into full effect. In brief, 
Mr. Hansen’s testimony covered these points, quoting from page,2 
of his prepared statement: 


First, what was the basis in law for the Attorney General’s 
approval of the voluntary agreement for foreign petroleum 
supply and the plan of action under it? Second, beyond the 
Attorney General’s authority to approve the agreement and 
plan of action, what sort of aaatinkion and investigation 
preceded his approval of both? ‘Third, on the basis of that 
consultation and _ investigation, what safeguards were 
written into the agreement and plan of action? Fourth, 
what steps were taken in the administration of the plan to 
insure that no domestic shortage—of crude or uieinaks — 
would stem from the plan’s operation, and how did the 
Attorney General meet his enforcement responsibility to 
insure that any crude or product price rise did not involve 
collusion or other antitrust violation? Finally, has the plan 
achieved the goal sought to a greater extent that possible 
alternatives might have? To these questions I now turn. 

First, by what statutory authority did the Attorney 
General approve the voluntary agreement for foreign petro- 
leum supply as well as the plan of action under it? Defense 
Production Act 708 (b) specified: 

That, after the enactment of the Defense Production Act 
Amendments of 1955, the exemption from the prohibitions 
of the antitrust laws and the Federal Trade Commission Act 
of the United States shall apply only (1) to acts and omis- 
sions to act requested by the President or his duly author- 
ized delegate pursuant to duly approved voluntary agree- 
ments or programs * * * relating to equipment used pri- 
marily by or for the military which is being procured by the 
Department of Defense or any department thereof * * * 

‘his limiting provision, it seems clear, covers only agree- 
ments and programs approved subsequent to the 1955 amend- 
ments. 

Agreements approved before the 1955 amendments are 
covered by clause 2, section 708 (b). That clause specified 
that, after enactment of the 1955 amendments, antitrust 
exemptions shall apply to “acts and omissions to act re- 
quested by the President or his duly authorized delegate 
pursuant to voluntary agreements or programs which were 
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duly approved under this section before the enactment of the 
Defense Production Act « Amendments of 1956.” 


Mr. Hansen then pointed out that the bulk of the voluntary agree- 
ment safeguards was carried over into the plan of action; thus the 
plan contained the provisions that the emergency committee cannot 
begin to function without a prior written request by the Government 
administrator of the plan, which request was to be furnished first to 
the Attorney General. He enumerated the other safeguards, such 
as meetings of the committees or subcommittees could be held only 
from the call of the administrator or his representatives; the agenda 
of each meeting had to be formulated and furnished to the Attorney 
General in advance; all data collected on the plan, etc., would be 
available to the Department of Justice upon request; full and complete 
minutes of all meetings were to be kept and made available to the 
Attorney General; all meetings had to be attended by a Government 
official, and were open to represéntatives of any Government agency 
concerned. The most important safeguard of all was the fact that the 
plan, as well as the voluntary agreement, could survive only if the 
Attorney General continued to regard its benefits as outweighing the 
possibility of anticompetitive consequences. He pointed out that the 
approval of the plan would be withdrawn at the first real showing 
that the participants were misusing the immunities given by the 
agreement and, further, that approval would be withdrawn as soon 
as tlhe emergency need of action ends. 


The basic voluntary agreement for foreign petroleum 
supply, with the Attorney General’s approval, has been 
effective since July 20, 1953—long before the 1955 amend- 
ments. That agreement, still in force today, contemplates 
two sorts of action: First, collection and analysis of statistics 
relating to foreign petroleum operations; and, second, prepa- 
ration and submission of plans of action for solution of 
petroleum problems if emergency should arise affecting our 
Nation’s security. 


Mr. Hansen then proceeded to point out the various safeguards that 
the Attorney General insisted upon before approval of the voluntary 
agreement. He went into great detail as to the conferences and 
consultations had with the Federal Trade Commission, the Office of 
Defense Mobilization, and the Department of Interior before approval 
of the basic agreement, the amendments to it, and the plan of action 
resulting therefrom. 

Under questioning by several Senators, Mr. Hansen insisted that 
every possible precaution was taken to protect the public interests ; 
that any agreement with the oil companies that constituted MEEC to 
fix prices in order to avoid the resulting increase in the price of oil on 
January 3, 1957, would have been violative of the antitrust laws of the 
United States and, further, would have placed the Department of 
Justice in an anomalous position in the series of antitrust suits against 
major oil companies which have been previously filed and are awaiting 
trial in the Federal courts. On page 1396 of the transcript of the 
hearing, Mr. Hansen stated this: 


We would be in this position: In one instance, we would 
indict them for agreeing to fix prices. In the next instance, 
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we would be asking them to agree to fix prices and to retain 
prices. 


. Mr. Hansen further stated, in regard to the fixing of prices, that 
such an objective would go beyond the objectives of this voluntary 
agreement and so unrelated to its purposes that any amendment to 
stabilize prices would be, in effect, a new agreement, for such new 
agreements cannot be approved by the Attorney General under 
existing law. Mr. Hansen pointed out that the primary concern of 
the Department of Justice is that prices, whether they go up or down, 
are established without collusion, and that, long before the price rise 
on January 3, 1957, took place, the Department of Justice was already 
in the process of conducting an investigation of the major oil com- 
panies in this regard. It was pointed out that, during the course 
of these hearings, the Federal grand jury in Alexandria, Va., was 
convening for the specific reason of demanding if there had been any 
violation by the major oil companies in this respect. Mr. Hansen 
ointed out that Mr. Wormser, after the conferences with Justice 

epartment representatives, wrote to the chairman of the Middle 
East Emergency Committee, as follows: 


Attached please find conformed copy of schedules 1 and 2 
as approved by me as administrator on December 7, 1956. 
* * * In approving and issuing these schedules, 1 have 
adopted the following criteria. * * * (2) that the program 
will not, either by itself or in conjunction with actions taken 
under other approved schedules, cause a deficiency of 
petroleum sippties within the United States. 


’’Mr. Hansen stated that these schedules were designed to insure 
that no domestic shortage, and resulting price rise, stems from 
operations of the plan. 

There was no evidence that the MEEC, any of its subcommittees, 
or any of its members conducted themselves in any way other than that 

rescribed by the Government. A search of the record of the hearings 
inet forth no evidence of any violation of either the letter or the 
spirit of the MEEC program. 

Later in his testimony, Mr. Hansen discussed whether the plan 
achieved the goal sought to a greater extent than possible alternatives 
might have. Mr. Hansen pointed out that the choice of machinery 
to solve tha oil-for-Europe problem is necessarily limited. Alterna- 
tives were considered. He pointed out that the establishment of a 
Government agency to direct this operation seemed out of the question. 
This was substantiated by Dr. Flemming who pointed out that it 
would require at least 6 months to organize and staff such an agency. 
As we reflect back, the emergency has now subsided within the 6 
months period required to get a Government agency started to meet 
the problem. Therefore, on its face, the Government agency plan 
would have been too late. Next, the Government considered the 
possibility of using priorities and allocation power to the Defense 
Production Act. 

Under date of November 30, 1956, Dr. Flemming, in a letter to 
Attorney General Brownell, pointed out deficiencies in possible 
alternate approaches to the problem: 


Under existing statutory authority this Government may 
allocate materials in the interest of national defense without 
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the consent of the industrial concerns involved and it would, 

therefore, be theoretically possible for the Government to 
direct the movement of all oil subject to American jurisdic- 
tion without involving the companies in any joint action 
having antitrust implications. Such a proc edure would, how- 
ever, have several deficiencies, any of which would make it 
ineffective in tha relief of the existing stoppage. Notably, 

the shipments of American oil which must be coordinated are 
less than one-balf the total of such shipments so that similar 
authority would have to be exercised by a number of other 
governments in order to make a mandatory system effective. 

This would certainly require an inte ‘national body to inte- 
grate the actions of the various governments into a single 
scheme of distribution. Further, it would require the crea- 
tion of advisory bodies made up of oil company representa- 
tives who would themselves be required to work out an 
interchange of information adequate to the preparation of 
considered advice to their governments. Since the net effect 
of this would be tbe working out of tentative programs by 
industry for implementation by governmental authority, it 
might serve only to delay action by the addition of sub- 
stantial administrative machinery, with the resultant orders 
conforming substantially if not precisely with the recom- 
mendations of the industry representatives. * * * 


Mr. Hansen, in testifying on February 20, 1957, pointed out that 
whoever directed the program, it would require joint action by the oil 
companies who are members of MEEC. In the words of Mr. Hansen, 
it can be summed up this way: 


The apparent success to date of the plan of action in 
meeting, to a large extent, the shortage of petroleum in 
Western Europe justifies, in our opinion, the limited anti- 
trust immunity granted to the participants for the joint 
action taken under the Government’s supervision. Secre- 
tary Seaton, in his testimony before you on February 14, 
gave the latest available figures and estimates on the extent 
to which the needs of our friendly foreign allies will be met 
during the first quarter of this year. ‘These figures, which 
came from the European countries themselves, show that the 
outlook is that 76 percent of the normal demand for gas and 
diesel-oil, products, 79 percent of the normal demand for 
fuel oil, and 87 percent of the normal demand for motor 
gasoline will be met, or, on the average, 80 percent of the 
normal demand for all types of products in Western Europe. 
Since our Government’s expectation was that possibly only 
75 percent of Europe’s needs could be met by the emergency 
program, it appears that the coordinated efforts of the MEEC 
members under the plan of action have been reasonably 
successful. Of course, as Secretary Seaton stated, it is too 

early yet to determine the final results of the plan, but con- 
! tinuance of the present level of operations seems indicated. 

In short, in light of the complete absence of feasible 
alternatives, this sort of plan seemed the best way of doing 
the job before us. Performance thus far, I suggest, bears 
out this judgment. 
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Durmg questioning by Senators, Mr. Hansen made clear that 
the oil companies were acting at the request of the Government, not 
the Government at the request of the oil companies. Mr. Hansen 
said: 

Well, bear in mind the oil companies aren’t coming ,to the 
Government asking them to do this. The Gov ernment is 
asking the oil companies and saying, “This i is what we want 
you to do because of this emergency.’ 


Secretary of the Interior, Fred A. Seaton, appeared before the 
subcommittee on February 14, 1957. He pointed out: 


That in accordance with the provision of the Defense 
Production Act of 1950, as amended, the President of the 
United States by Executive Order 10480 delegated to the 
Director of the Office of Defense Mobilization the function 
of approving agreements in the interests of national defense 
and designated other agencies of the Government to make 
recommendations to the Director with respect to agreements 
and programs within their spheres of defense activity. 

The Department of the Interior was assigned the latter 
responsibility for petroleum. With respect to oil agree- 
ments, these assignments of responsibility by statute and by 
Executive order are, in order of execution, as follows: 

1. The Secretary of the Interior to consult with industry 
to encourage the development of voluntary agreements for 
purposes of national defense and to recommend that such 
agreements be approved. 

2. The Director of the Office of Defense Mobilization to 
review the recommendations of the Department of the 
Interior, consult with other interested defense agencies and 
if appropriate, make the defense finding. 

3. The Attorney General to review the proposed agree- 
ment and, if he determines that the advantages to the 
national defense outweigh the adverse effects on the com- 
petitive free enterprise system, to approve the agreement. 

4. The Director of the Office of Defense Mobilization to 
request the individuals to participate in the agreement and 
to extend immunity from the antitrust laws and the Federal 
Trade Commission Act with respect to those actions author- 
ized by the approved agreement. 

5. The Secretary of the Interior to supervise the conduct 
of operations under the agreement. 


Mr. Seaton then gave a brief summary of what transpired from 
May 8, 1956, when the voluntary agreement relating to foreign 
petroleum supply as amended, came into existence. Much of this is 
included in the chronology at the introduction of this report. He 
pointed out that on Nov ember 3, the pipelines to Syria were put out 
of operation, and on October 31 the Suez Canal was blocked. As a 
result, the plan of action was put into effect. He stated: 

Under the circumstances the great, urgent, overriding 
problem when the emergency struck was this: To get as 
much oil to Europe as we could and to get it there as swift as 
we could. The problem had to be solved with the resources 
at the Government’s command. 
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There is no question that because of the emergency plan, 
oil has been moving to Europe that would not otherwise have 
been moved there. But the committee’s action under the 
plan is only 10 weeks old. Some weaknesses have developed; 
steps have been taken to correct them. Undoubtedly other 
weaknesses will turn up. If so, steps will be taken to correct 
them. 

As an encouraging indication of the accomplishments under 
the plan, I would like to submit to this committee a report 
which I received last evening (February 13, 1957) from Mr. 
Ralph Fowler, Director of the Plan of Action and Assistant 
Director of the Office of Oil and Gas of the Department of 
Interior. 

According to these figures and these are the best European 
source of information about the plan’s effectiveness, it is 
estimated that in the first quarter the available supplies will 
come to 76 percent of the normal demand for gas and diesel 
products; they will come to 79 percent of the normal demand 
for fuel oil; they will come to 87 percent of the normal 
demand for motor gasoline; and finally, they will come to 
80 percent of the normal demand for all types. I would like 
to emphasize that these are normal demands, not just 
Europe’s restricted requirements under rationing. These 
figures are the most significant answer we have to overriding 
question: Exactly how much has the plan helped Free 
Europe? 

The actual figures turned out to be considerably larger than the 
estimate submitted by Mr. Fowler in mid-February. 

Assistant Secretary Felix E. Wormser and Hugh Stewart, Director, 
Division of Oil and Gas, Department of the Interior, appeared on two 
separate occasions before the joint subcommittee hearings to explain 
the role of the Department of Interior in this oil-for-EKurope program. 
Both witnesses were questioned at length and the minority is of the 
view that, although during the early days of the hearing there was 
great concern on the part of the responsible Government officials who 
had jurisdiction over the oil-for-Europe program as to whether the 
program was being successfully operated, later testimony revealed 
that concern of the Government officials was replaced with the knowl- 
edge that the oil-for-Europe program would raise the level as testified 
to by Secretary Seaton as illustrated in excerpts from his testimony 
before the joint subcommittee. 

Much w i be said about the discrepancy in the testimony of several 
witnesses regarding the exact estimates of the oil needed for Europe 
and the precise amounts that were actually delivered to them. From 
examination of the transcript of the record, we find that these dis- 
crepancies resulted from the various witnesses using different sources 
for their information but the net result was that those discrepancies 
had no material effect on the successful operation of this emergency 
program of oil for Europe. As an illustration, during the course of 
the long and complicated hearings what was testified to as an esti- 
mate of deliveries of oil to Europe was made to sound as if that was 
the goal of MEEC and responsible Government officials. However, 
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that was clarified on the sixth day of the hearings on page 972 of the 
transcript when Senator Dirksen said as follows: 


You see, this goes back to the testimony of Dr. Flemming 
the other day because some members of the committee were 
trying to persuade him that a definite goal had been set and 
he finally said, “Well, it represented a hope. * * *” 

Dr. Femina. Senator Dirksen, I certainly appreciate 
your bringing up the point again because what it does as I 
think you stated very accurately a week ago, is that it 
represents our hopes, our expec tations as to what we could 
do by pooling, particularly in transportation facilities, and 
that would represent the best judgment of the members of 
the MEEC as to what they could do if put in a position 
where they could pool particularly their tanker facilities. 
* * * 

Senator DrrxsEn. So it was no hard and fast figure. It 
was something of a speculative figure. 

Dr. Fiemminec. Bound to be. 

Senator Dirksen. Based, of course, on any number of 
imponderables in this field, including, of course, the trans- 
portation difficulties which were involved. 

Dr. Firemmine. That is right. 


Mr. Edwin G. Moline, Officer in Charge, Economic Organization 
Section, Office of European Regional Affairs, Department of State, 
also appeared with Mr. Wormser and Mr. Stewart. He testified to 
the knowledge of the State Department’s participation in the oil-for- 
Europe program and gave valuable testimony as to the activities 
of the Organization for European Economic Cooperation (OKEC) and 
Overseas Petroleum Emergency Group (OPEG). Both of these 
groups were concerned with the petroleum problem of the 17 countries 
who were represented in the OEEC. 

Dr. Flemming, who under the Executive order was given the 
responsibility of administering various programs under the voluntary 
agreement as administrator May 8, 1956, testified generally to the 
various activities of the governmental agencies who had some func- 
tion with the oil-for-Europe program. In answer to many questions, 
he gave facts and figures concerning the entire oil picture before and 
after the Middle East crisis. Since much of that material has already 
been referred to earlier in this report, it need not be reported here. 

The problem the departments of the United States Government 
faced was either to conduct the oil-for-Europe program on a basis that 
had been tried and found successful or to experiment with some 
untried scheme. They knew that Government-industry cooperation 
had been successful in dealing with previous oil-supply emergencies, 
those in World War II, the Korean war and the Iranian crisis. 

The success of the Government-industry cooperation method during 
World War IT is summarized in a joint release by the Joint Chiefs of 
Staff and the Army-Navy Petroleum Board which states, in part: 


* * * at no time did the services lack for oil in the proper 
quantities, in the proper kinds, and at the proper places. 
because of the resourcefulness, untiring and unceasing 
efforts, and outstanding accomplishments “of the Petroleum 
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Administration for War and the petroleum industry, not-a 
single operation was delayed or impeded because of a lack of 
petroleum products. No Governement agency and no 
branch of American industry achieved a prouder war record, 


In 1947 a special committee of the Senate, investigating petroleum 
resources under the chairmanship of Senator ‘0’ Mahoney, commented 
favorably on Government-industry cooperation as follows: 


It is also indisputable that during this war the production 
of United States petroleum, at a rate in excess of that indi- 
cated by scientific principles for maximum efficient recovery, 
was one of the chief factors of military victory. Therefore, 
it is not too much to say that the evolution of modern in- 
dustrial civilization and its preservation from Nazi totali- 
tarianism may be attributed in very large measure to 

etroleum, to the American oil industry, and to the teamwork 
between the industry and the Government. 


On March 7, 1957, Senator O’Mahoney appeared before the National 
Petroleum Council and said: 


I am not going to deliver a lecture, of course, but again 
to say that | feel that the petroleum industry, in war and 
in peace, has done a great job for America. | have watched 
a what was done by this group, the National 
-etroleum Council, during World War IU and during the 
Korean war. It displayed the basic patriotism of the 
leaders of this industry. 


Members of the joint subcommittees conducting these hearings 
asked many searching questions of the various governmental officials 
who appeared. The minority, after carefully examining the testimony 
of all witnesses, recognizing the success in the past of similar programs; 
and recognizing the success of the oil-for- Kurope program, came to 
the conclusion that the actions of the governmental officials in the 
oil-for-Europe program were exemplary. These officials chose the 
most feasible plan for a successful conclusion of the oil crisis in Western 
Europe created by the Middle East situation. They would have 
been gambling recklessly with the economic stability of our allies in 
Europe if they had taken a different course. The success of the 
effort was such as to recommend that a similar plan be adopted if our 
Government ever faces a similar problem in the future. 


POINT 3 


The undisputed testimony of witnesses from ali facets of the oil in- 
dustry— production, refining, transportation, and marketing—shows 
that the increase in prices was deemed to be long overdue. It was made 
clear in the testimony that many small, independent companies in the 
ou industry would have been seriously hurt, perhaps eliminated from 
business, if increases in prices of petroleum products had not followed 
the increase in the price of crude oil. These independents a also testified 
that it would have been wholly impractical to apply price fixing to the 
major oil companies and not to them. They said they would have lost 
their markets if the suggestion for this double standard had been adopted. 
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W. M. Vaughey, who appeared before the joint Senate subcommittee 
hearings on February 12, 1957, on the oil-to-Europe program stated: 


Many questions have been raised about the recent 25-cent 
increase in domestic crude-oil prices. In judging the propri- 
ety of this increase, it may be helpful to review briefly the 
processes by which crude oil is produced and sold in the 
United States. The producer of oil must conduct prelimi- 
nary research and exploratory activities often over a period 
of several years prior to any actual testing of areas of possible 
production. Then follows the drilling of test wells. As an 
area proves productive, development must follow. In the 
final analysis, it is the wells drilled, both exploratory and 
development wells, that determine the availability of oil for 
sale. The processes I have just mentioned which are con- 
ducted by the producer, constitutes the activities which ab- 
sorb 75 percent of the entire petroleum industries total capital 
expenditures * * *. The producers outlet for crude oil is 
the refiners * * *. Refiners and those purchasing crude oil 
for refiners constitute the market outlet for oil products. 
The producer does not set the price for which he will sell his 
oil. That price is determined by the purchaser not the 
seller * * *. The fact that an increase in the value of oil 
and gas products stimulates drilling and the discovery and 
development of new oil research is well established * * *. 
It may be noted (from the above table) that expenditures 
for property, plant, and equipment increased 95.2 percent 
from 1948 to 1955 compared with an increase of only 41 per- 
cent in the value of oil and gas produced. The most realistic 
way to determine whether or not the price for any commod- 
ity is too high is to analyze the elements that enter into the 
the cost of producing it or making it available for sale * * *. 
Finished steel prices have increased steadily year after year 
since World War II. Since June 1953, line, pipe and oil-well 
casing (alloy) prices have increased about 35 percent. QOil- 
well casing (carbon) prices have gone up about 25 percent 
and oilfield machinery more than 20 percent. During this 
same period and including January 1957, crude-oil prices 
have increased less than 10 percent. During the period 
from 1947, line pipe prices have increased more than 100 
percent; oil-well casing (alloy), 87.5 percent; and oilfield 
machinery, 55.6 percent; compared with an increase of about 
21 percent in crude-oil prices. Another major item of ex- 
pense to the oil producer is the wages they are paying to 
about 320,000 employees. Oil producer’s employees have 
for many years been among the highest-paid workers in 
American industry. Average hourly wage paid have in- 
creased 14.7 percent since June 1953, and 61.3 percent since 
December 1947, compared with respective increases of 9.8 
and 21 percent in crude-oil prices. Conclusion, in summary 
the facts show: First, that crude-oil prices increases since 
World War II have not been commensurate with increased 
costs of finding, developing, and producing crude oil. Sec- 
ond, the recent adjustment in prices was years overdue and 
was inadequate to offset commensurate increases in cost. 
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Thirdly, the insufficient crude-oil price has already caused 
serious deterioration in essential industrial activities. 

The national interest, crude oil prices must be commensu- 
rate with the trends about general economy and adequate to 
offser the rising costs of those industry activities which de- 
termine the amount of oil found, develoiied, and made 
available for peace or war. 


The extensive use of quotes from Mr. Vaughey’s statement was 
made because he represents the Independent Petroleum Association 
of. America, and the record will show that if there is anyone in the 
many facets of the oil business who must be given due consideration, 
it is the independent producer of oil and gas in this country. However, 
statements from other witnesses who appeared before the subcommittee 
substantially support the position taken by Mr. Vaughey. 

Mr. Paul Schultz, president of the Blackwell Ou & Gas Co., a 
a company which has been engaged in the exploration for and produc- 
tion of crude oil and catia gas for 53 years and also serving as 

resident of the Oklahoma Independent Petroleum Association, in 
1is appearance before the joint Senate subcommittees on February 
21, 1957, stated as follows: 


With regard to the first problem—prices—my testimony 
will show that the producing end of the oil industry is not, 
even at present prices, the lucrative business it is purported 
to be. Second, that the benefits of the integrated industry, 
that is production, transportation, refining and marketing, 
are not commensurable with our benefits of other industries. 
Thirdly, that the prices of the finished product to the con- 
sumer has not reflected and still does not reflect the full effect 
of the inflationary period we have been experiencing. 


Mr. Schultz, in his statement with exhibits attached, makes a very 
effective argument that the price increases in oil and related products 
were long overdue and still did not reflect a sufficient increase to keep 
abreast with the rising cost in the production, transportation, distribu- 
tion and marketing of oil and related products. 

Mr. Reid Brazell, president, Leonard Refiners, Inc., Alma, Mich., 
and an independent refiner appeared before the joint Senate sub- 
committees on behalf of the Western Petroleum Refiners Association 
of Tulsa, Okla. This association represents 70 percent of the total 
refining capacity of that area. Mr. Brazell, in his prepared statement 
stated: 


I think you might be interested to know that, at least as 
7 as our company is concerned, the average gasoline price 
f. o. b. the refinery in July of 1953, the month following the 
c eile oil and product price increase, was 13.6 cents per gallon. 
The net back in February of 1957 on gasoline was 14.12 cents 
per gallon, an increase of slightly over one-half a cent, or 3.8 
percent. During the period from June of 1953 to the present 
time, there has been an increase of 50 percent in the Federal 
gasoline tax, from 2 to 3 cents per gallon, and there was 
33% percent increase in the gasoline taxes in the State of 
Michigan from 4% cents per callon to 6 cents. In the State 
of Michigan we also have a 3-percent sales tax which applies 
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to the price of gasoline, plus the tax, which amounts to about 
nine-tenths cent per gallon. In other words, in Michigan we 
have a total tax on gasoline of 9.9 cents per gallon. 

I would like to point out to you that we, as a refiner, are 
receiving an average of 14.12 cents per gallon for our gasoline, 
and the taxes are 9.9 cents per gallon. I think you would 
agree with me that the price of gasoline is not high, it’s the 
taxes; and incidentally, I didn’t see any reports from the press 
of an investigation by Congress when the taxes were in- 
creased, asking for a rollback in taxes. 

During the period 1953 to the present, we have had at our 

lace slightly in excess of a 20-percent increase in wages. 

e have had very substantial increases in the cost of chemi- 
cals, steel, and other materials required for the processing of 
crude oil. During the same period, June of 1953 to the pre- 
sent, there have been very substantial increases in the quality 
of gasoline, from 88 octane numbers for regular gasoline to 
approximately 92%; and on premium gasoline, from 91% oc- 
tane to almost 98. The cost of the quality imcrease alone 
should entitle the refiner to more than 1 cent per gallon in- 
crease in the price of gasoline.”’ 

Mr. Jack H. Abernathy, vice president, Big Pipe Drilling Co., 
Oklahoma City and president, American Association of Oil Well 
Drilling Contractors appeared before the joint Senate subcommittees 
on March 8, 1957. His association is a trade group representing the 
Rooms who drill 93 percent of all the oil wells drilled in the United 

tates. In his statement, he made these salient points: 


In 1935 the producers total well cost was about $8 a foot. 
In 1956 the producers total well cost was about $13.75 per 
foot. 


He pointed out— 


That that does not by any means include all the costs of 
finding oil and the cost to a well but these are direct costs. 
The average well costs in 1935, $22,000; in 1956, it was 
$55,000 plus. 

The oil producers seize an investment of something in the 
order of $90,000 really $55,000 direct cash for the wells plus 
an additional allocation of geological effort that he must make 
in order to drill a hole in the ground to find out whether or 
not there is oil there. 

Mr. Abernathy, in his testimony in answer to Senator O’Mahoney’s 
questions regarding the outlook for discovery of increased reserves in 
the continental United States, stated: 

I think it is excellent, Senator, for many years. For 
many years, assuming of course, that funds are available to oil 
producers to continue an activity, an aggressive program of 
hunting for domestic reserves, an active program for explor- 
ation. There are many thousands of square miles of sedi- 
mentary basins in this country which are at best only very 
lightly and inadequately explored for oil reserves where we 
will find very substantial reserves. * * * 


| 
| 
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Senator O’Maunoney. From the point of view of the de- 
velopment of our natural resources capable of producing 
liquid fuel, what is your principal recommendation to this 
committee? 

Mr. Asernatuy. My principal recommendation to this 
committee, sir, is that crude prices which have been under 
some attack, were long overdue; that the industry needs it 
badly; it needs a climate of—well, actually it is a psycho- 
logical thing, really—a climate of confidence in the ability 
of domestic industry to supply domestic demand. We have 
never failed yet and we see no sign that we will be unable to 
do so in the future. As to the monopoly aspect of your 
committee’s investigation, we feel the best way to avoid 
monopolies is to keep a strong domestic industry, man 
hundreds and thousands of independents in operation, as well 
as the major companies. 


Representatives of the integrated oil companies also appeared 
before the joint subcommittees and they explained in great detail the 
various reasons for the increase in the price of crude oil and related 
products. 

On February 21, 1957, Mr. Hines H. Baker, president of Humble 
Oil Co., testified as follows with respect to the basis for his company’s 
action, which testimony clearly showed the justification for the crude 
price increase: 

Since 1947, there have been only two general increases in 
crude oil prices. Crude oil prices in the United States averaged 
$2.60 a barrel in 1948. ‘They declined slightly in 1949-50, 
and did not increase generally until 1953. That is a period of 
about 5 years. An advance of about 25 cents in 1953 raised 
the average price to about $2.77 a barrel. This advance was 
much less than the change that had occurred in costs in the 
preceding 5 years, as I stated in testifying before the House 
Committee on Interstate and Foreign Commerce in June 
1953. 

The second general advance followed the increase Humble 
made in January 1957 and appears to have raised average 
industry prices to about $3.07 per barrel compared with 
$2.60 at the end of 1947, an increase of 18 percent. 

The wholesale price index for petroleum and products as 
of January 29, 1957, following the recent price increase, was 
29 percent higher than in the base period 1947-49 according 
to the latest information released by the Bureau of Labor 
Statistics. 

By comparison, the principal cost items in petroleum pro- 
ducing operations have shown increases of 40 to 60 percent. 
Wage rates in petroleum production have increased by 52 
percent from an average hourly rate of $1.64 in 1947-49 to 
$2.49 at the end of 1956. 

The wholesale price indexes at the end of 1956 showed 
increases of 63 percent for iron and steel, 52 percent for metal 
and metal products, and 43 percent in machinery and motive 
products as shown by the following tabulation and in exhibit 
4. The prices of these commodities are major elements of 
cost in petroleum operations. 
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Mr. Baker presented impressive figures with respect to the relation- 
ship between prices of petroleum products and major costs of the petro- 
leum industry, and with respect to gasoline prices as related to hourly 
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I will not read this table, but it appears in the statement. 
Senator O’Manoney. It will be part of the record. 


Wholesale commodity price indexes, 1947-49 = 100, for petroleum and other 
major groups 
























! 
December | Estimated, 
Year 1948 | Year 1953 1956 January 
1957 
a he oo re 
Petroleum and products_ 111.7 112.7 120.9 129.3 
Major groups particularly affecting petro- 
leum costs: 
Tron and steel. __.- 313.215 104.3 | 131.3 163.3 (4) 
Metal and metal products... t ---| 103.9 | 126.9 | 152. 4 (1) 
Machinery and motive products. _ 100.9 123.0 | 143. 5 0) 
| | 


! Not available. 
Source: Bureau of Labor Statistics. 





Mr. Baker. But I would like to call your attention to 
these comparisons between 1953 and 1956, just preceding 
the price increase. 

You will note that petroleum and petroleum products, the 
index for the year 1953 was 112.7, appearing in the second 
column. In December 1956 it was 120.9, an increase of 8.2 
points. 

For iron and steel, in the same period, the index for 1953 
was 131.3, and in December 1956 it was 163.3, an increase of 
32 points. 

Metal and Metal products. 126.9 in 1953, 152.4 in 1956, 
for an increase of 25.5 points. 

Machinery and motive products. 123 in 1953, 143.5 in 
1956 for 20.5 points. 

Now you will note here that the estimate for January 1957 
on petroleum and petroleum products is 129.3. That is 
after the advances that occurred in January. And you will 
notice an increase of 16.6 points over the year 1953, which is 
very substantially below the increases for each of these 
principal commodities entering into our cost. 

The source of this material is the Bureau of Labor Statis- 
tics. 

The changes in two of our principal cost items, wages and 
steel, can be illustrated by the experience since the general 
crude oil price increase in June 1953. Wage rates in petro- 
leum operations increased 4 percent in 1953, 4 percent in 1955, 
and 6 percent in 1956, making a cumulative increase of more 
than 14 percent. 

The price of J-55 steel casing for new wells increased 4.5 
percent in June 1953, 3.1 percent in July 1954, 7 percent in 
July 1955, 7.7 percent in July 1956, and 3.3 percent a few 
days ago, making a cumulative increase of about 28 percent 
since May 1953. The price of this casing is now $198.25 a ton 
compared with $154.65 at the end of May 1953. 
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earnings. See the tables following this page. [Set out exhibit 5, p. 
1578, and exhibit 4, p. 1953] 

In his statement filed March 6, 1957, Mr. M. J. Rathbone, president, 
Standard Oil Company of New Jersey, analyzed the crude and product 
increases as follows: 


The new prices had both a long term and a short term 
justification. Our own analyses had shown the need for a 
highos crude price, and many public statements and pub- 
lished articles by oil industry people in the past year had 
presented similar views. I believe that a crude price in- 
crease would have come sometime in 1957 even if the Mid- 
dle East emergency had not occurred. * * * 

Let me turn now to product prices: When crude oil prices 
increase, refiners must try promptly to recover the increased 
cost of this raw material which represents about 75 percent 
of the total cost of refined products. Possibly contrary to 
many people’s ideas there is simply not enough profit margin 
in oil refining to absorb any substantial rise in crude oil 
costs. 

I do not think that this situation is generally understood. 
The fact is that refiners have absorbed almost every added 
cost for nearly 4 years and were unable to absorb increases 
in crude cost as well. Competitive market conditions may 
prevent refiners from recovering added costs at times, but, 
in the long run, product prices must reflect increases in costs 
and provide a reasonable return on the investment or refin- 
ing activity will decline. So when the price of crude went 
up, refiners generally attempted to recover this increased 
cost by increasing product prices. 


Mr. Rathbone, in his statement, explained fully for the increase in 
the price of gasoline, heating oil, and other major products. These 
explanations are supported by the statements of other witnesses sup- 
porting the increase in the price of gasoline and other refined prod- 
ucts. He pointed out that the relative stability of the prices of petro- 
leum products can also be demonstrated by looking at various price 
indexes prepared by the United States Bureau of Labor Statistics. He 
also gave specific information regarding increases in cost of steel, ma- 
chinery, freight, and many other items including several wage increases 
and the fact that Esso Standard Oil Co. had experienced a decrease 
in its returns on investment from 11.6 percent in 1950 to 5.9 percent 
in 1955. This has come about in spite of large capital investments to 
improve efficiency and reduce costs wherever possible, according to 
Mr. Rathbone, who further stated: 


While we have been making these large investments to 
keep up with consumer requirements for more oil, you may 
be interested to know that our proportion of the total vol- 
ume supplied by industry has remained just about constant, 
or possibly declined slightly. This is true for the United 
States and also on a worldwide basis. 

These large capital expenditures are required not only 
because of the job of supplying more people with more oil 
products but also because of higher prices for the things we 
must buy. To give some concrete examples, a tanker of 
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26,600 deadweight tons capacity built in an American ship- 
yard cost around $5,500,000 in 1948, something around 
$6,500,000 in 1953, and around $7,500,000 in 1956, Simi- 
larly, a 50,000-a-barrel-a-day refinery built from the ground 
up on the east coast of the United States in 1948 was ealcu- 
lated to cost about $50 million; in 1953 the cost had gone up 
to $65 million, and by last year it had reached $72 million. 


Mr. B. Brewster Jennings, chairman of the board of Socony Mobil 
Oil Co., Inc., testified in part as follows on March 21, 1957: 


After the price of crude oil advanced by about 30 cents a 
barrel, it had to be reflected in products prices. Refinery 
profit margins simply are not large enough to absorb an 
increase of that amount in crude oil prices. 

The comment has been made that a price advance is not 
justified if there is a surplus of capacity or of inventories, no 
matter what other factors may be involved. I cannot share 
this view. 

As for excess capacity, I believe that should be considered 
normal, not abnormal. In the oil business we must have 
excess capacity for national defense, and, as I earlier men- 
tioned, we have been repeatedly urged by the Government 
to maintain an excess of both producing and refining capacity. 

We also need spare capacity to serve the seasonal and any 
sudden unexpected increases in the requirements of our 
customers. 

As far as inventories are concerned, no two people would 
agree as to ideal levels. The highest product inventories 
are in gasoline, but I do not regard them as being much, if 
any, in excess of reasonable needs. 

OK * * * * 


In any event, the inventories that existed when product 
prices were raised had accumulated gradually and it is only 
reasonable to assume that their size had already been re- 
flected in products prices before refiners were faced with an 
entirely new cost item—the higher price of crude oil. 

* * * * *” 


Prices of Socony Mobil products in mid-February averaged 
less than 7 percent above those of June 1953, the time of the 
last previous crude increase. By comparison in the same 
period: 

The Government’s wholesale industrial price index rose 
9.9 percent. 

The Government’s index for metals and metal products, 
used by the oil industry every step of the way from oil wells 
to service stations, advanced 20 percent. 

Wages and benefit payments for our employees are up more 
than 15 percent. 

While our products carry the same names today as in 
1953, they are not the same products. They are much better, 
particularly gasoline. 

Today the customer gets a regular-grade gasoline that is 
5 octane numbers higher than 4 years ago and includes addi- 
tives which improve engine performance. 





i 



















PETROLEUM—ANTITRUST LAWS AND POLICIES 115 


If we were selling today the same products we sold in 
1953—in other words, taking into account the improve- 
ments in quality—we estimate that the average increase in 
our products prices over this period would be less than 
4 percent, not 7 percent. 


Representatives of the independent companies in the oil industry 
made it clear in their testimony that an increase in product prices 
was essential to their continued economic health. They also testified 
fully with respect to the suggestion made by some that an increase in 
product prices was justified for the small independent company but 
not for the larger integrated segment of the industry. 

Mr. Reid Brazell testified, on March 8, 1957, as follows: 


We are pleased to see the committee’s interest in the 
independent producing companies. We hope that the com- 
mittee will recognize that the independent refiners would 
face ruin if product prices were rolled back without a similar 
rollback in the price of crude oil. I want the record to 
indicate clearly that I am not suggesting a reduction in the 
price of crude oil. I am suggesting, however, that the com- 
mittee should recognize the economic facts of life, and 
realize that an independent refiner must pass on increases 
in raw materials or have his returns reduced by that amount. 
I think the committee should also recognize another simple 
economic fact. In a competitive market, and we have a 
very competitive market in petroleum, it is not possible for 
the independent refiner to sell his products at prices higher 
than those of the major oil companies. 


Mr. Brazell also stated: 


You may say, “Okay, you independents need it, go ahead 
and raise your product prices but the big, integrated com- 
panies should roll back their product price increases.” 

Gentlemen, it just doesn’t work that way. We inde- 
pendents cannot possibly sell at higher prices than the 
national brand name petroleum products. We'd be out of 
business in a very short time. 

I know that you gentlemen of the committee are very 
anxious to assist the independent businessman in every way 
you can. Iam also sure that you are most anxious that the 
public generally pay only a fair price for products. 

There should be for the public at all times an adequate 
supply of quality products. One of the best ways that I 
can think of for you to accomplish those two objectives is 
to encourage members of the petroleum industry to keep 
healthy by making a decent profit in their operations, which 
will permit continued research, development, and production 
of high-quality petroleum products for the general public. 
That can be done only if the manufacturer passes on the 
additional costs of doing business to the extent necessary to 
miantain a healthy economic return. 

I don’t know whether you realize it or not, but you 
Members of Congress and the various State legislatures, 
by frequent investigations, appear to be trying to scare the 
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major oil companies about what the public may think 
of them if they increase the price of products that the 
on buys. At the same time, the Federal and State 
legislative groups have increased the cost to the public by 
increasing gasoline taxes, and in some instances it has been 
suggested that the oil companies should absorb tax increases. 

That, of course, is economic nonsense. However, I will 
say that there appears to have been an extreme reluctance 
on the part of the major companies to pass along, in the 
form of increased product prices, wage increases and other 
increases in the cost of doing business. At this time I 
want to say to you that the refiner is about at the end of 
his rope insofar as his ability to absorb additional costs 
of doing business is concerned. 

I feel very definitely that it is going to be necessary, and 
is proper, for the refiner in the future to pass along in the 
form of increased product prices the additional costs that 
he may have in doing business, 


Mr. M. H. Robineau, on February 13, 1957, and Mr. Paul Schultz, 
on February 28, 1957, testified that an increase in product prices was 
essential to independent refiners, since their margin was not sufficient 
to absorb the increased cost of their raw material—crude oil. 


POINT 4 


The testimony adduced at the hearings, including references to previous 
congressional reports, substantiates the need for continued application 
of the depletion provision in the Federal income tax laws to oil operations 
in areas outside of the United States of America, as well as those within 
this country. The success of American oil companies in developing oil 
reserves abroad has made an invaluable contribution to the security of the 
country and its allies. 

The Congress of the United States, in order to encourage the 
exploration for and production of oil, provided for percentage deple- 
tion. This deduction has been a part of the United States income 
tax system and has been available to all owners of oil properties 
without distinction between those in domestic and those in forei gn 
operations since 1926. During the course of these hearings the 
question was raised as to whether the depletion allowance for the 
production of oil in foreign countries was justified. Congress knew 
what it was doing when it provided for such depletion allowances. 
To augment the reasons for such depletion allowances, it would do 
well to examine the testimony taken during the joint Senate sub- 
committee hearings on the oil for Europe program as well as testimony 
and reports from previous congressional hearings. One such report 
is the final report of the Spec ial Committee Investigating Petroleum 
Resources entitled “Investigation of Petroleum Resources in Relation 
to the National Welfare,’’ Report No. 9, 80th Congress, Ist session, 
submitted by the chairman, Senator Joseph C. O’ Mahoney F January 
31, 1947. This report was the culmination of joint hearings before 
a subcommittee of the Committee on the Judiciary, United States 
Senate, and the Special Committee Investigating Petroleum Resources 
which conducted lengthy and effective hearings beginning in 1945 
The above referred to final report went into such items as the necessity 
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for petroleum, the costs of its exploration and development; the 
benefits to the United States economy; benefits to foreign countries 
from American oil operations; the risks involved to American com- 
panies operating on foreign soil ; the importance for foreign oil to the 
defense and security of our country, and other such factors. 

The 1947 report strongly advocates the essentiality of production of 
oil in foreign countries. The report states: 


Foreign concessions in which these investments are made 
involve operations of such magnitude, often affecting vast 
areas and large segments of native populations in the stage 

of agricultural or nomadic civilization, that the companies 
must engage in activities which are normally considered the 
function of government, charity, or industries of other types. 

The very size of many foreign concessions, covering areas 
sometimes greater than most States of the American Union, 
and affecting the economic welfare of all inhabitants of the re- 
gions where located, necessitates complicated negotiations be- 
tween the companies and the foreign governments concerned. 
The resulting contracts have, therefore, an intimate relation- 
ship both with the economy and the politics of foreign coun- 
tries. 

The economic impact of the production and distribution 
of petroleum upon the people of all nations of the world 
is so great, that not infrequently. a strong movement develops 
toward nationalization of petroleum resources in_ those 
countries where oil deposits are found, and toward estab- 
lishment of state oil-trade monopolies in other countries that 
are on an import basis, 


THE NECESSITY FOR PETROLEUM 


It is appropriate here to repeat that in time of peace a 
nation, to maintain a first-class rating in the trade and com- 
merce of the modern world, must have access to an abundant 
supply of oil because mechanized industry and transportation 
depend upon it. Oil is also of basic importance for purposes 
other than the provision of energy. Petroleum lubricates 
the fleets, airplanes, and machines of the world. It is a 
raw material in the whole field of chemicals. It is used in the 
manufacture of pharmaceutical products, paints, solvents, 
plastics, and synthetic rubber. It is used as fuel for domes- 
tic comfort and for heating generally, on an ever-growing 
scale. 

Furthermore, in time of war, as twice demonstrated on a 
large scale in the present century, a nation, to remain a 
first-class power, must have petroleum resources immed- 
iately and continuously available in virtually unlimited 
volume. Oil is the sine qua non of military victory. 


NATIONAL DEFENSE 


If the United States should become engaged in a war 
waged wholly or partially outside its boundaries, the avail- 
ability of oil from American reserves near the foreign theater 
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of hostilities would be advantageous. To the extent that the 
war were waged within or near the contimental United 
States, the reserves within this country would be of para- 
mount importance. 


As to American petroleum interests in foreign countries, 
O’Mahoney 1947 report states: 


Too little understood is the place in our modern econom 
occupied by the American oil companies operating abroad. 
They have achieved by their initiative a dominant position 
in foreign commerce, a position which is maintained, upon the 
one hand, by contracts, concessions, and understandings 
with various governments and, upon the other hand, by the 
routine functions of trade, in the refining and distribution 
of their products. These companies have, therefore, an 
impact both in the political and in the economic sphere. 

In the political sphere, they have relations not only with 
the governments of the countries where petroleum is pro- 
duced, but with the governments of the countries where 
petroleum products are sold and where, not infrequently, the 
object of the foreign government is to establish some form of 
state monopoly or cartel by which the course of commerce 
in petroleum will be guided as the government may desire. 
Then, too, these companies have relations with the Govern- 
ment of the United States, whereby they endeavor to keep 
the Department of State advised as to their current activities 
and programs to the end that the same will not be contrary 
to American foreign policy and that the companies will be 
in a position to request prompt diplomatic protection when 
necessary. 


As to economic sphere, the report cites: 


In the economic sphere, the foreign operations of American 
oil companies constitute a major factor in world trade. 
These operations, moreover, are not a thing apart from the 
domestic oil industry—indeed, they are closely meshed with 
it. The companies which engage in foreign operations do 
so as a part of their overall activity, either directly or 
through subsidiaries and affiliates. Hence, the financial posi- 
tion of the companies is strengthened by the profits of world 
trade, thereby benefiting directly hundreds of thousands of 
stockholders including over 42,000 banks, 700 insurance 
companies, and 3,700 charitable or educational institutions. 

Practically all oil imported into the United States is pro- 
duced by American companies, and, of course, a goodly por- 
tion of the purchase price eventually finds its way to Ameri- 
can stockholders. The United States Treasury also receives 
large sums in duties and income taxes arising from these 
foreign operations. ‘The purchase in this country of drilling 
machines, pipelines, and refinery equipment for foreign in- 
stallation involves an annual expenditure of many millions of 
dollars. Moreover, it is urged frequently that the increased 
purchasing power of the foreign oil-producing countries, all 
of which benefit economically from the American pioneer who 
so often has been the first to tap the underground resources 


the 
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of distant regions, is reflected in increased exports from the 
United States in response to the stimulated demand for 
American-made goods. * * * 

* * * The prospect of improved living standards abroad 
is further. enhanced by the manifold benefits to foreign coun- 
tries through the very presence of the American oil invest- 
ment theremn. Likewise the social and educational benefits, 
resulting from the American investment and the policies of 
the companies, are manifold. Thus, in 1937, royalties and 
taxes paid in all foreign countries by American petroleum 
companies exceeded $687 million. Thousands of the na- 
tionals of these countries find welcome employment, skilled 
and unskilled, by the oil companies, and other thousands find 
employment indirectly as the result of such large-scale opera- 
tion. Homes, hospitals, schools, highways, port works, 
power and light plants, telephone and telegraph lines, air- 
ports, water wells, facilities for drainage, irrigation, sanita- 
tion, etc., have been constructed in many parts of the world 
where they had been rarities. It is of small moment that 
some of these improvements were motivated by a policy 
designed in the long run to profit the companies. The local 
benefits are no less real because business enterprise is suffi- 
ciently enlightened to cultivate good will. 

It is obvious that operations in sparsely populated and 
remote areas, often in swamps, jungles, and deserts, are ex- 
tremely costly. When, added to such costs, there is taken 
into consideration the gamble inevitable in all oil exploration, 
it is apparent that only companies with vast financial re- 
sources could undertake such enterprises. For example, a 
sum in excess of $60 million was expended before the first oil 
was shipped from the Barco concession in Colombia, 23 years 
after the original acquisition of the concession by American 
interest. In Venezuela the Creole Petroleum Corp. spent 
$42 million between the date of first investment (1920) and 
the date of first discovery (1928); and before the first oil was 

commercially marketed 2 years later, the company invested 

$6 million more. 

The political risks involved are related thusly in said 1947 report: 


Political risks also attend foreign oil operations, ranging 
from governmental competition, compulsory refinery installa- 
tion, and trade and exchange control on the one hand, to 
revision or cancellation of contracts and outright expropria- 
tion on the other. In this hemisphere, Bolivia and Mexico 

took the initiative in nationalizing their petroleum deposits 
and in expropriating foreign oil properties. In Europe, 
| American oil interests which had made substantial invest- 
ments in Rumania and Austria and had pioneered dis- 
coveries in Hungary now find their holdings after the war 
under control of Russia which previously expropriated 
American oil properties acquired under the Empire. Oil 
lands which have been prospected and developed in Saudi 
Arabia, Kuwait, Bahrein Island, and throughout the Iraq- 
Iranian areas are involved in the conflicting politico-economic 
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ambitions of Russia, Britain, France, and the Netherlands, 
to say nothing of the United States and the inhabitants of 
Palestine. * * * 

* * * Of late, however, the question has presented itself 
to what extent arn American company may safely go in 
complying with foreign regulations or indirect pressures, and 
still not offend the antitrust laws of the United States, 
Related to this question is the proper delimitation of the 
scope of the antitrust laws insofar as world trade is con- 
cerned. An American company which ventures its capital 
abroad is entitled to know with a reasonable degree of 
certainty whether a prospective course of action is not 
unlawful under the statutes of the United States, if for no 
other reason than a wrong choice may affect the extent of 
diplomatic protection. By the same token the Government 
is entitled to know at least in outline the principle programs 
and prospective foreign commitments of American petroleum 
companies. Although monopolistic practices may be un- 
popular and unsound, yet American oil interest abroad, if 
disqualified from participating in trade under the foreign 
rules and customs, may easily lose position to alien com- 
petitors. Thus, then, is a dilemma of national petroleum 
policy which calls for decision. 

Size alone does not constitute monopoiy. Indeed, bigness 
is frequently essential in modern industry for the greatest 
efficiency, and has other advantages of importance to 
society. The attainment of a dominant position in the 
business world, acquired through honest effort, is not a 
violation of the law. It is only the unfair methods of trade, 
which seek to destroy or exclude competitors by means of 
intercorporate stockholdings, or by agreements between 
present or potential competitors, whereby control of com- 
merce among the States or with foreign countries is secured, 
that are anathema to the people of the United States. But 
how far shall we go in advancing beyond our borders the 
principles of the laws against restraint of trade? 


The following colloquy between the chairman, Joseph C. O’Mahoney 
and Mr. F. A. Davies, chairman of the board of Arabian American 
Oil Co., further substantiates the soundness of the long-standing 
policy of Congress in providing for depletion allowances under the 
Federal income tax law without distinction between domestic and 
foreign oil production. 


Mr. Davizs. There has been quite a bit of questioning 
and perhaps indications around here both this morning and 
this afternoon that Aramco had done something which isn’t 
entirely correct in the course that is pursued in taking credit 
for income tax paid and taking into effect this depletion 
allowance. * * * 

We are pretty proud of our company out there. We 
think we have done a good job for Saudi Arabia and we 
think we have done a very good job for the United States. 

Senator O’Manoney. I want to make it clear, we all 
know that the depletion allowance was provided by a law of 
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Congress, That a law of Congress was enacted which was 
designed to encourage the de .velopme nt of American capital 
abroad. 

Mr. Davis. I think that is a very fundamental objective 
of our entire foreign policy, the encouragement of private 
American capital to go abroad. 

Senator O’Manoney. It was so adopted by Con- 
Ore non 

Mr. Daviss. Senator, so far as I know since 1918, since 
the end of World War I, that has been a basic pose of the 
United States Government, to do what it could to encourage 
private American capital to go abroad. The objective, of 
course, is twofold, we want to improve the standard of living 
and the welfare of the people abroad and as a result of that 
we want to build up markets for American goods as their 
standard of living rises. Also there are the profits paid out in 
dividends that we have been talking about here that comes 
back and enriches the economy of the United States. 

That is true in general in all kinds of industry. Manu- 
facturing, anything else. But I think in connection with 
oil, there is still another consideration. I think that oil 
companies have been especially encouraged to go abroad 
because the United States feels that the development of a 
large reserve of oil in foreign countries by American opera- 
tors increases the security of the United States. 

Therefore, I don’t believe that at a time like this, after 
there had been such success in following that policy over 
the years, that there should be any removal of that incen- 
tive by either the elimination of the tax-credit policy or the 
elimination of the depletion allowance. 

In other words, I don’t believe that our country is ready 
to subscribe to the principle of double taxation. It is cer- 
tainly in the case that in the United Nations and, I think, 
throughout the world as a whole, that that principle is being 
set aside. Since that law went into effect, | know vou know 
this Mr. Senator, since that law went into effect in 1918, 
we have engaged or entered into, I think it is 19 tax treaties 
with different countries around the world which recognize 
that same principle of creditability of taxes paid in the for- 
eign country. I hope I have made my position clear. I 
can go on. 

Senator O’Manoney. That is clearly understood by Mem- 
bers of Congress at least, what the law is and why it was 
enacted. 

Mr. Davies. Yes. As far as the depletion allowance is 
concerned, I think we are entitled to it on the basis of what 
the future holds for us in Saudi Arabia. You brought out 
this morning with Mr. Duce, for the next 40 or 50 years we 
will get the benefit of the depletion allowance out there and 
believe me, we are going to need it. When we wind up with 
our relinquishment program we will wind up with an area 
that is larger than your two States, Colorado and Wyoming. 
Our operations there today in the discovery of oil have not 
been very expensive. They bave been very profitable. We 
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have, you might say, skimmed the cream out of our opera- 
tions there. We have drilled the big structures, the ones we 
could perhaps find readily and look tremendously large, but 
with the exploration work we have done over the rest of our 
area which Mr. Duce also mentioned this morning, we don’t 
have any leads which would indicate to us that we expect 
to find another Gahwa field or another one of those tremen- 
dous fields out there. We will have very expensive explora- 
tion from now on, and it is for that that we feel we are 
entitled the depletion allowance. Not only is Aramco en- 
titled to it but. to the dividends we talk so much about. 
They go to our stockholders. That money helps them for 
the places that they sink a lot of money and don’t get the 
bonanza we get in Saudi Arabia. There have been only 
about 2 or 3 like that. That has been hitting the jackpot 
or a bonanza. For every one of those, there are thousands 
of the other kind. I don’t think the United States or any- 
one else is going to decide what they are going to do regard- 
ing double taxation or depletion allowance solely on the 
basis of what one very profitable company has been able to 
accomplish. 


It is very pertinent to reflect what the recent Middle East emer- 
gency, created by the closing of the Suez Canal and the damaging of 
the Iraq pipelines, has done to the international flow of oul. For that 
reason, for the defense, security, and economy of our country as well 
as our allies around the world, we must be constantly encouraging 
the production of oil in new areas to assure ourselves that in the event 
of future emergencies affecting the supply of oil rather than its mere 
distribution, as in the case of the recent Middle East crisis, that 
sources of oil can be made available to assure smoothness in the inter- 
national flow of oil. The depletion allowance available to foreign oil 
operations creates the confidence and incentive for future exploration 
of oil in foreign lands. 

It is most important that access to and development of foreign 
reserves be maintained. The need for such access and development 
should be apparent when we realize that as testified by Mr. Rathbone 
on March 6, 1957: 


We have today possibly 20 percent of the known reserves of 
oil in the world and we consume about half of the world’s 
consumption of oil. 


It should be pointed out that the discrimination against foreign oil 
production through a reduction in the depletion allowance would 
immediately and drastically affect our best customer and closest ally, 
Canada. American companies have invested hundreds of millions of 
dollars in the Canadian oil search. Results have been promising but 
so far the investment greatly exceeds the return. With a continuation 
of the present depletion policy hundreds of millions of dollars more 
will probably be invested adding substantially to Canada’s reserves, 
which in the event of a national emergency would be as strategically 
situated and available as our own. A reduction in the depletion 
allowance on foreign production could only result in a reversal of this 
advantageous trend. 
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Another significant consideration in the continuation of the present 
depletion policy is the fact that, as testified to by several witnesses, oil, 
reserves are more difficult to locate and more costly to produce. 
The President’s Materials Policy Commission report, volume I, page 
107, states: 


But no matter how large the Nation’s petroleum resources 
ultimately prove to be, one fact is now clear: eventually the 
resources will dwindle and become progressively inadequate. 
One warning signal has already appeared; within the last 5 
years U nited States demand for crude production has begun 
to outstrip domestic production, and for the first time ‘the 
United States has beceme an important net importer. * * * 


With this fact of economic life before them, an increasing number 
of smaller American companies and individual producers have staked 
claims in foreign countries. As on the domestic scene this latter 
group derives a relatively greater benefit and is much more dependent 
on the depletion allowance than the larger companies. Any tamper- 
ing with the depletion allowance would discourage this new group of 
foreign investors and such tampering would undoubtedly be regarded 
as an act of bad faith in connection with money already invested in 
exploration with the hope, but not the realization, of production. 

Other large foreign investments have been made in recent years 
in reliance, at least in part, on percentage depletion. Thus tremen- 
dous sums have been spent by the steel companies on iron mines 
located in Venezuela and Labrador. Both these sources are welcome 
additions to our own dwindling reserves of iron ore. Surely such 
essential foreign investments would be less likely undertaken in the 
future without the assurance of the depletion allowance. 

Before concluding point 4, it might do well to reemphasize two 
factors: 

An increase in the United States income tax on foreign oil production 
through elimination of the depletion provision w ould’ place American 
companies at a competitive disadvantage with foreign companies. 
Many foreign nations do not tax their corporations on income derived 
from sources in other lands. In some instances, governments are 
encouraging domestic development and are providing assistance in 
various Ways. 

The second factor is that a reduction in the depletion provision for 
foreign production would discriminate between domestic and foreign 
operators. As pointed out previously, depletion is justified. Part of 
the reason for justification of depletion is the special risk in producing 
oil. This is true of domestic and foreign production. The removal 
of the foreign depletion deduction would constitute a denial of this 
factor insofar as it affects foreign operations. Certainly, if we wish 
to encourage the smaller operators to venture abroad, this is an 
important consideration. As the President, in his budget message 
submitted to Congress on January 21, 1954, stated: 

Our tax laws should contain no penalties against United 
States investment abroad, and within reasonable limits 
should encourage private investment which should supple- 
ment Government economic aid. 
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POINT 5 


The testimony adduced at the hearings, including references to previous 
congressional reports, substantiates the reasons for payments of foreign 
income tax as a credit against payments toward United States maa 
income-tax payments. If foreign income taxes could not be used as 
credit against payments toward United States Federal income tazes, all 
American business would be taxed twice and under a great handicap in 
competing with companies domiciled in other countries. If income taxes 
paid to certain forergn countries were disallowed as credits, that not only 
would be discrimination against the American companies affected, but 
also would put the United States Government in the position of diserimi- 
nating as between friendly foreign countries. 

During the course of the joint Senate subcommittee hearings, issue 
was taken pertaining to the payment of foreign income tax as a credit 
against Arabian-American Oil Co.’s Federal income tax. The charge 
was made that the income-tax law dic ree by the Arabian Government 
was a scheme to aid the Arabian-American Oil Co. in avoiding the 
payment of Federal income taxes to the United States. 

The minority does not wish to leave the impression that the United 
States Government should deprive itself of valid payments of income 
taxes under our income-tax law, for we know that with the high cost of 
financing Government operations, every available dollar would be 
most welcome. Some say that the position of the minority has been 
too conservative and has been attempting to cut appropriations to the 
bone to maintain a balanced budget to the degree of curtailing certain 
worthwhile governmental programs. 

However, the minority takes the position that we should fully 
examine our Federal income-tax laws with respect to the following: 

The provision of the credit being allowed an American firm 
operating in a foreign country which must pay income to that foreign 
country ; 

The advantages of this provision inuring to the United States 
tae and 

The benefits of this provision inuring to foreign governments. 

Ti has been pointed out that the above-referred-to tax credit has 
been the law of our land since 1918, and the United States Govern- 
ment has held firmly to that principle all of these years. Much of 
the reasoning under point 4 for the need of the depletion deduction 
under our Federal income-tax law on oil production in foreign lands 
could be made applicable to the discussion under this point for the 
need of a credit against United States Federal income tax for taxpay- 
ments made to a foreign government on income earned in that foreign 
land. In addition to the reasoning and quotations set forth in point 
4, it would do well to examine the testimony of Douglas Erskine, tax 
counsel for the Arabian American Oil Co., wherein he states: 


Sir, while you are looking into this subject I think that 
the Congress should look into the subject from all sides. 

One thing that I would like to point out to you is that 
the foreign tax credit is not something which is merely 
available to all oil companies. 

It is available to any United States corporation and for 
that matter any United States citizen indivually who 
happens to be doing business abroad and deriving income 
from foreign sources. 
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It is based upon a principle that the local government, 
the government of the country in which the business is 
done, and in the case of natural resourees most particularly, 
the country from which the natural resources are derived 
has the primary right to tax the income from that sort of 
thing. 

That principle is something that Congress recognized in 
1918 and has adhered to steadfastly all these years since. 

It is the principle that has been recognized, as Mr. Davis 
pointed out to you, in some 19 tax treaties which the United 
States has made with foreign countries. 

It. is a principle which quite recently was expounded in 
the United Nations report on the effects of double taxation, 
and it is by and large a salutary principle. 

Now, when a United States corporation operates in a 
foreign country, it has no alternative but to pay the foreign 
income tax if there is one. 

If on top of that it must also pay the United States income 
tax, it is at a serious competitive disadvantage within that 
foreign country compared with other corporations. 

In this particular instance, for instance, the United 
Kingdom income-tax law provides what is in effect a credit 
although they call it unilateral relief so that they do get a 
credit for the tax. 

The one we would get, we would be in a competitive dis- 
advantage in the Persian Gulf area and the oil business as 
a whole if we did not also get a foreign tax credit. 

So the whole purpose of this foreign tax credit is to relieve 
the United States corporation of the double taxation effect 
of going into business in a foreign area. 


The quotation from the colloquy between Senater O’Mahoney and 
Mr. F. A. Davies referred to in point 4 further emphasizes the justifi- 
cation for the tax credit. on income taxes paid to foreign government, 
and should be considered here. 

The staff report leaves the impression that the United States 
Treasury receives nothing with respect to Aramco’s investment in 
Saudi Arabia. This is not so. It has been indicated that for the 
periods 1950 through 1956, the 4 corporate stockholders of Aramco 
paid an aggregate of approximately $107 million in United States 
taxes on the Aramco dividends, and in turn it has been estimated 
that when the dividends are paid to the public stockholders of the 
Aramco parent companies, an additional $378 million will have been 
incurred in United States taxes, for a total in the 7 years in question 
of approximately $485 million in United States taxes. 

To set the record straight, a brief discussion is necessary on how 
the Arabian income tax decree was instituted. The testimony shows 
that in 1933, Standard Oil Company of California, the original 
company, obtained a concession in Saudi Arabia, covering a 60-year 
period. The concession required that the Standard Oil of California 
could carry on all the operations having to do with diseovery, develop- 
ment, sale, transportation, and marketing of crude oil. The conces- 
sion provided that Saudi Arabia would receive a royalty in the nature 
of 4 shilling gold per ton or in American money, 21 cents a barrel. 
With crude oil selling at approximately $1 per barrel, and after 
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subtracting costs, it meant therefore that Saudi Arabia would receive 
approximately one-half of the net revenue obtained by the Standard 
Company of California. Later, Texas Co. and then Socony 
Mobil Oil and Standard Oil of New Jersey jointed Standard Oil 
Company of California as the four oil companies owning the stock of 
The testimony further shows that 
the Saudi Arabian Government began pressuring the Arabian- 
American Oil Co. for a higher revenue from Aramco’s operations in 
Much of this pressure resulted from the fact that the 
Government of Venezuela had been receiving what amounted to a 
50-percent share of the proceeds from its oil since 1948 by way of 
income tax and other exactions. Quoting from the record Mr. 
Dav 


les states: 


it (facts leading to 50-50 division of profits) was brought 
about as a result of the increasing pressure of the Saudi 
Arabian Government for a good many years for a larger 
share in the venture out there which culminated in the agree- 
ment of December 1950. For a good many years, the Saudi 
Arabian Government had indicated this dissatisfaction. 
They felt, as I mentioned before, that their take should 
be greater. Conditions had changed. Other people, other 
companies, other countries were getting greater returns from 
their oil. The Saudi Arabian Government had just entered 
into the contract with the companies on the Saudi Arabia’s 
half of the neutral zone and the terms they obtained were 
much more than ours. Venezuela had come to its test early. 
The Saudi-Arabian Government knew all of those things. 
Our concession had increased greatly in value. We had 
developed a big reserve out there. They wanted more. 
They asked as early as 1948 “‘isn’t there some way in which 
we can get a greater take?” and a little later than that they 
said ‘‘isn’t there some way in which the income tax you pay 
to the United States can be diverted to us in whole or in 
part?” In the meantime they had been visited by a repre- 
sentative of the Treasury Department and they knew of 
that situation which existed. 


It should be pointed out that the representative of the Treasury 
Department that went to Saudi Arabia to help them with their 
“extraordinary and unique monetary problems’ was Mr. George A. 
Eddy who went to Saudi Arabia in the year 1948 at a time when the 
Secretary of the Treasury was the Honorable John W. Snyder. 
Eddy’s testimony before the subcommittee stated: 


There was one question that was asked me by a subordinate 
official, something to the effect: ‘What kind of arrangements 
are there throughout the world by which the owners of oil- 
bearing lands participate in the income from the production 
of oil?” * * * I consulted with the United States Ambas- 
sador whether I should answer the question at all and he said 
I should and I then went back to this official and said that I 
was by no means qualified to give him expert advice on that 
subject. I was trained in another area but that so far as I 
knew there were several different arrangements. I cannot 
recall all the ones I named. One was a direct royalty. One 
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was, I believe, a rental arrangement. One was a stock par- 
ticipation. One was an income. And there may have been 
several others, I can’t recall now. This conversation took 
place in probably November 1948. 


The testimony further shows that Saudi Arabia’s Government had 
come to the conclusion that they desired the income tax and in 1950 
promulgated their income-tax decree. Regarding the question of a 
tax credit in relation to this decree, Mr. McHugh asked Mr. Davies 
this question: 


Was there any consideration at that time whether or not 
the United States would permit this tax to be claimed as a 
credit against the United States income tax? 

Mr. Davies. We certainly assumed that it would be be- 
cause of the laws as they existed at that time. 

Mr. McHvuaeu. Was there discussion with a Treasury 
official or Internal Revenue official concerning this? 

Mr. Daviss. Not that I know of. 

Senator Dirksen. That was existing law, wasn’t it? 

Mr. Davins. Existing law? Yes, sir. 

Shortly after the close of the hearings there were several press 
releases and statements made on the floor of the Senate pertaining to 
what was termed a scheme by the Saudi Arabian Government and 
Aramco to avoid payment of income taxes to the United States. This 
was based on the fact that the concession signed by the Arabian- 
American Oil Co. with Saudi Arabi provided that no income taxes 
would be charged by the Saudi Arabian Government agains the profits 
made by Aramco during the term of the concession which ran until 
1993. 

The testimony will reflect that, although Aramco had a 60-year 
concession, running through 1993, on several occasions under constant 
suggestions by the Saudi Arabian Government, Aramco voluntarily 
acquiesced to Saudi Arabian wishes. One of the major illustrations was 
Aramco’s giving up of valuable areas under the original concessions and 
releasing those areas back to the Saudi Arabian Government. One of 
those areas has proven to be one of the most successful oil operations in 
the Middle East which in this case, the oil operation was owned and 
operated by independent oil operators; namely, American Independent 
Oil Co. and Getty Oil Co. 

The record reflects that Aramco knew that. the Saudi Arabian 
Government was not happy with the terms of the concession they had 
granted to Aramco, especially in view of the more profitable arrange- 
ments that other countries had with other companies, and their other 
reasons as previously stated. 

The record demonstrates that Aramco resisted the pressures of the 
Saudi Arabian Government to change the concession agreement as 
long as it was prudent to do so. However, it must be conceded that 
in dealing with a soverign government there are limits to a private 
corporation’s resistance. In view of this fact of life, Aramco con- 
cluded a new arrangement. It is interesting to note that at that time 
similar pressures exerted by the Government of Iran against the 
Anglo-Iranian Oil Co. were resisted to the bitter end. Subsequent 
events may be said to speak for themselves. 

In answer to the charge of wrongdoing made by American oil 
companies operating abroad who have made extensive profits without 
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paying taxes directly to the United States Treasury on their foreign 
income, it may be summarized as follows: 

1. Every American company which ventures on foreign soil in 
search of oil isn’t successful in each of its business ventures. The 
losses 1 in those business ventures offset the financial successful ones. 

2. Many of our American companies outside of the oil business 
pay higher income taxes abroad than apply at home, and hence pay 
no United States income taxes on business income originating abroad. 
This further accentuates the unfairness of collecting United States 
income taxes on top of income taxes to foreign nations on the same 
income. 

3. It is an accepted doctrine that the nation from which the oil is 
produced and is having its resources depleted should be entitled to 
the income taxes. 

4. Although the United States may not derive taxes directly from 
foreign income earned in foreign nations by American oil companies 
that does not mean that the United States Treasury does not realize 
tax revenues which are traceable to said foreign income on oil. As 
pointed out earlier, the United States Treasury has received approxi- 
mately $485 million in United States taxes in a 7-year period from 
the operations of Aramco. 

POINT 6 


Majority report largely adopting the unwarranted charges of the staff 
members that ownership by major oul companies of pipelines is monopo- 
listic, denies the independent producers of crude oil access to markets, 
and restricts sources of crude oil to independent refiners is not justified, 
not based on any facts, and demonstrates a complete misunde rstanding 
of pipeline operations. 

The minority of this committee is strongly of the opinion that, 
in light of the critical charges made during the pipeline phase of this 
hearing without adequate opportunity being afforded to responsible 
members of that segment of the oil industry to rebut and answer such 
charges, it must of necessity, in fairness, and in the best interest of our 
national economy, comment on such charges. 

These criticisms are contained in a report of a hearing held as to 
matters relative to the oil lift for Europe during the shutdown of the 
Suez Canal and the recent increase in crude-oil prices. The record of 
this hearing does not justify the reckless findings and recommenda- 
tions made “by the subcommittee staff on which the majority report is 
predicated. The staff report was based on unsupported and erroneous 
statements made by a few witnesses at the committee hearings without 
an opportunity being given to the pipeline industry to refute the same. 
In a full hearing were a cross section of the independent refiners and 
producers could be heard, the evidence would overwhelmingly prove 
how groundless these statements are. 

The minority has received several recommendations since the staff 
report, answering the erroneous and groundless charges contained in 
the staff presentation relative to oil pipelines. In letters from the 
Committee for Oil Pipelines, it states as follows: 


* * * Had the hearing and investigation been set up for 
the purpose of looking into the functions and operations of 
the domestic common carrier oil pipelines, we would have 
produced as witnesses independent crude-oil producers, from 
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all oilfield sections of the country. In such a hearing they 
would collectively be the best supporters for the oil-pipeline 
industry as it is now organized and carried on. 

We submit that the charges against the oil industry, the 
oil-pipeline industry, and the Interstate Commerce Com- 
mission are false and wholly unsupported by a factual basis. 
The findings of the staff rest upon the opinions and claims 
of the handful of witnesses who are representatives of inde- 
pendent producers who did not have purchasers for their 
crude oil or who owned wells in isolated areas that for eco- 
nomical reasons were not connected to pipelines. Certainly 
the testimony of these few witnesses should in no way estab- 
lish a criterion for connection with approximately 550,000 
producing wells scattered over the Nation. 


The ownership by oil companies of the pipelines is pictured as giving 
these companies unfair advantage over the independent producers by 
preventing the latter from enjoying the benefits of a competitive 
market. The falsity of this conclusion is demonstrated by the letter 
of the Independent Producers Association of America addressed to the 
honorable chairman of this subcommittee dated June 24, 1957, en- 
closing a copy of a memorandum on oil pipelines which criticizes 
each and every conclusion and accusation made by the staff report. 
The IPAA is an organization made up of thousands of independent 
producers and refiners in no way connected with the integrated oil 
companies, the parties against whom the alleged discrimination has 
been made. These independent producers reaffirm their long recog- 
nized position that independent producers of oil are interested in a 
market for their oil in the field where produced and are in no wise 
contending or recommending that the present operation is not entirely 
satisfactory to this big segment of the industry. 

The majority report, and the staff report on which it is largely 
based, show lack of familiarity with the fact that pipeline companies 
are completely regulated as common carriers and that the pipelines 
are not purchasers of crude oil. All pipeline carriers transporting 
oil in interstate commerce are subject to complete regulation by the 
Interstate Commerce Commission and have been so since 1906 when 
the Hepburn Act was passed. Intrastate pipelines are controlled by 
regulatory agencies of the respective States. Pipelines are not and 
have never been purchasers of crude oil. All of the complaints of 
the few witnesses in this hearing are really based on the fact that 
they do not have purchasers for their crude oil in the field. Without 
a purchoser, crude oil will not be transported by pipeline or otherwise. 

The charge that pipelines discriminate against the independent 
producer and refiner of oil implies that the ICC has been derelict in 
failing to carry on its duties and functions prescribed by law in the 
Interstate Commerce Act. 

A basic understanding of the origin and function of the oil pipeline 
is necessary for an intelligent evaluation of this matter. The pipeline is 
as intimately related to the producing and refining processes of the 
oil industry as the conveyor is to the automobile industry’s assembly 
line. In one area the crude oil is produced; in another, there is a 
demand for it at the refinery. The two are linked together by the 
pipeline. 
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The oil industry alone is sufficiently interested to risk its capital in 
welding this link, and so the basic factor in the construction of a new 
pipeline originates from a refinery need at destination and a supply 
of crude oil at origin. That is why nearly all pipelines now in petroleum 
service have been built through investment of private oil-industry 
capital, That is why most of the pipelines are and have been tradi- 
tionally owned by one or more oil companies—both large and small. 
It is a myth to think that only the larger oil companies own pipelines. 
Had not the oil industry and the pipeline industry invested private 
capital to build pipelines, it is doubtful that the great network of 
oil lines which operate in more than 40 States would exist. 

People not affiliated with the oil industry may construct oil pipe- 
lines if they can secure the risk capital and are willing to gamble on 
obtaining enough business to justify the venture. Recently, the 
Southern Pacific Pipe Lines, Inc., a subsidiary of the Southern Pacific 
Railroad Co., constructed a products line from Los Angeles to Phoenix 
and from El Paso to Phoenix. A subsidiary of the Northern Pacific 
Railroad is part owner of the Butte Pipe Line Co., a crude line ex- 
tending from Poplar, Mont., to points in Wyoming (annual report 
of the ICC). 

At the end of 1955, there were 188,540 miles of oil lines, consisting 
of 115,014 miles of trunklines and 73,526 miles of gathering lines 
(annual report of the ICC). 

Anyone familiar with the oil-pipeline industry knows of the tre- 
mendous expansion program since World War II. During the years 
1946 to 1956, inclusively, there were 48,315 miles of new principal 
trunklines built at a cost of over $2 billion. Without this vast con- 
struction program, it would have been utterly impossible for the oil 
industry to satisfy the enormous increase in postwar demand for 
petroleum products. 

The staff report complains that the oil-lift program was seriously 
impaired by lack of pipeline facilities during the Suez crisis. It 
would have been desirable for a brief period of time if there had been 
more trunk pipelines running from west Texas to the Gulf Coast. 
However, the allowable production, together with a large quantity of 
storage oil, was efficiently moved through existing pipe ems either to 
the gulf coast. or by other routes. It would be uneconomical to con- 
struct and maintain standby pipeline capacity to the gulf coast com- 
pletely adequate to have served the emergency Suez crisis. The 
annual report (1956) of the oil and gas division of the Railroad Com- 
mission of Texas, which was issued last month, contains the following 
statement: 

PIPELINES 


The pipeline industry of Texas has kept pace with the 
State’s great economic growth for the past 55 years to the 
extent that every producing oilfield of any size in this State 
is properly served. There are at the present time more than 
31,000 miles of trunklines in operation. Included in this 
mileage are several thousand miles of lines that lead from 
various oilfields to refineries located in different sections of 
the State. A number of these lines also lead to various 
water terminals on the Texas coast, where oil and/or oil 
products is loaded on tankers for export. The trunk pipe- 
lines in Texas are near the various oilfields in order to render 
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the necessary service. The lines are so located that any new 
field will have adequate connection to a nearby pipeline 
system or common storage facilities. 


It is important to consider the nature of the common-carrier func- 
tions of a pipeline. The raw material (crude oil) which pipelines trans- 
port is of low intrinsic value—about 1 cent a pound—and of no value 
to anyone until it is broken up and refined into its thousands of use- 
ful products. Traffic moves in only one direction from the producing 
field to the refiners. Refiners are the only market for crude oil. The 
refinery market for crude oil by means of pipeline is thereby extended 
to the producing areas so that the user of crude oil, the refiner, has a 
direct relationship with the producer in the field. If the pipelines 
were not owned by the oil companies, or their stock not held by such 
oil companies, the market for crude oil at the refineries would not be 
increased and the purchasing oil companies would still need the same 
amount of oil. A nonaffiliated common-carrier pipeline transporting 
oil to the refinery would have no greater incentive or reason to pro- 
vide market outlets for the independent producer in the producing 
area than now exists. In fact, independent refiners have greater 
flexibility of pipeline service in most intsances than others. The 
competition to serve them is such that in many instances independent 
refineries have 2 to 4 pipeline connections, whereas the large or major 
oil company which finances and builds the larger pipeline systems 
usually has only 1 connection. 

Further proof that the interstate oil pipelines are common carriers 
in fact as well as in law is evidenced by the fact that approximately 
40 percent of all crude-oil movements ultimately reaching refineries are 
for companies other than the owners of the pipelines. 

A member of the committee staff charges that pipelines are guilty 
of various forms of price discrimination, that they operate as private 
carriers, and that they indulge in pipeline proration and designate 
truckers for those who have no pipeline connections. These wild 
assertions are not true. The common carrier pipeline industry is 
prohibited by law from discriminating against anyone in service or 
in the rates charged. Crude-oil pipeline compamies, being engaged 
solely in transportation for hire, neither purchase, sell, market nor 
own crude oil and, therefore, are not in a position to discriminate as 
to price. Their rates and charges, being subject to approval by the 
Interstate Commerce Commission and State regulatory agencies, may 
be questioned by any shipper. The fact that their rates and charges 
are fair is evidenced by the fact that such complaints are nonexistent. 

The pipeline owners, who purchase crude oil in the fields, are re- 
quired by State common-purchaser laws to buy without discrimination 
within a field and without unjust and unreasonable discrimination as 
between fields. Therefore, the crude purchasers may not and do not 
discriminate as to purchases in favor of their own production. If the 
purchaser in a field does not need all of the oil allowed by State 
regulatory agencies to be produced in the field, he must purchase 
ratably as between all wells, including his own wells and production. 
Purchaser ratable take rarely occurs and usually results from refinery 
shutdowns due to strikes, fires or other emergencies. The staff mem- 
ber above referred to indulges in the common misconception that 
pipelines purchase oil and utilize pipeline proration. They have 
confused pipeline proration with purchaser ratable take. As required 
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by law, pipeline proration requires the pipeline to haul for all customers 
alike when there is more oil than the lines are capable of handling. 
Pipeline proration, as such, does not exist today because trunklines 
are adequate. 

Other criticisms by staff members were made of the pipeline com- 
panies for their failure to extend gathering lines to some 8,000 uncon- 
nected wells in Texas, thus requiring independent producers to truck 
their oil at considerable expense to pipeline terminals in existing 
pipelines. Obviously, there are many situations where it is un- 
economic to make the substantial dollar investment required for a 
pipeline in order to carry a relatively small amount of crude which is 
available; it is necessary to develop sufficient reserves to justify build- 
ing a pipeline, and this may take a number of years and require the 
drilling of many wells. 

Numerous oil wells and fields have reserves which are insufficient 
to justify the capital outlay necessary to build a pipeline to them. 
This situation is not new; it has existed for many years and will exist 
always. Further, in any new field there must be considerable drilling 
to prove the existence of reserves sufficient to justify the expense to 
the carrier of extending facilities to serve it. Where the economics 
do not justify the cost of building a pipeline, production is handled by 
truck. Thus, these wells are ‘“unconnected”’ in the sense that they 
are not connected to a pipeline but they do have transportation facili- 
ties available. The report leaves the impression that the ‘uncon- 
nected wells’ belong to “independent”’ producers, but the fact is that 
a very substantial percentage of the total number of “unconnected 
wells” belong to the large integrated companies. In any event, the 
whole problem of unconnected wells was recently the subject of a 
hearing before the Texas Railroad Commission and it is noteworthy 
that the report quoted from above contained no finding of discrimina- 
tion on the part of major oil companies. 

Trucking operations are utilized to haul oil from the well to the pipe- 
line receiving station or gathering line only when economics do not 
permit an extension of the gathering lines to the well. The crude oil 
pipeline companies do not own, operate, control or have any interest 
in the tank truckers who perform this service, nor do the purchasing 
oilcompanies. Where trucking operations are necessary, the producer 
may own and operate his own truck, lease trucks, or employ common 
carrier trucks who offer that service. Furthermore, when trucking 
operations exist in any given field the major company producers truck 
their oil in the same manner as the independents. The whole problem 
is one of economics and applies to major producers and independents 
alike. 

Gathering lines are not extended into a new producing area until 
such field has been developed to the point where sufficient oil reserves 
are indicated to justify this expense. In all probability, if the pipe- 
lines were independently owned, the delay in building into new areas 
would be extended as no independent investor would extend into a 
new area until he was absolutely assured of the economics of the proj- 
ect. In the case where oil companies are producers in the area and 
are purchasers of crude oil, the lines in all probability will be built 
in reasonable expectation of favorable developments instead of waiting 
until such developments have actually been fully completed. 

It would do well at this point to quote several paragraphs from 
several of the letters received by the minority which in summary 
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expresses their feelings and several views of the staff report. dealing 
with pipelines. Mr. “F. A. Calvert, Jr., president, Calvert Drilling, 
Inc., of Olney, IIl., states as follows: 


There are many oilmen who love to preach free enterpries 
and its benefits and congratulate themselves on having the 
courage to move into an undrilled area and then when they 
are lucky enough to get an oil well of some kind (and before 
its true reservoir potential is determined by additional drill- 
ing) immediately demand a pipeline connection despite the 
huge capital outlay it would be to the pipeline concerned. 
If the shoe in this instance were on the other foot it wouldn’t 
take the independent long to request additional development 
before committing himself to the necessary capital outlay. 

| hope that you and the other commonsense members of 
the United States Senate will be able to correct the impres- 
sions that may have been created by this report. 


A. D. Barnett, Wichita, Kans., states: 


I have been an independent oil producer for approximately 
the past 15 years with oper: ations primarily in the State of 
Kansas. During the 15 years that I have been an independ- 
ent, | hive sold my crude oil, at various times, to most of 
the major companies and to many of the smaller companies. 

At the present time, I am se ling to 4 of the major companies 
and to 5 of the smaller companies. 

My relations with the pipeline companies have been ex- 
cellent and they have moved my crude oil to market at a 
reasonable cost. The pipeline companies have never dis- 
criminated against me and I do not know of any discrimina- 
tion that they are guilty of. In fact, their cooperation with 
the independents has been a big factor in the development 
of the domestic oil industry. 

It is my opinion, as an independent oil producer, that any 
change in the present crude oil pipeline system would only 
tend to increase transportation cost to the producer, which, 
in turn, would hinder and delay the exploration and drilling 
for new oil reserves. 

West Coast Pipe Line Co. 

The testimony offered by Morrison and other representatives of the 
West Coast Pipe Line describing the alleged problems this company 
encountered in attempting to build a crude oil pipeline from west 
Texas to Los Angeles represents nothing new. Since 1944, promoters 
of such lines have been unsuccessful, not because of obstruction by any 
company or group of companies, but because they cannot finance the 
construction without Federal governmental financial assistance’ by 
way of a certificate of essentiality whereby the Government would 
guarantee the payment of borrowed capital. Mr. Morrison’s clients 
had a full hearing before the Office of Defense Mobilization and 
congressional subcommittees on their project. Their complaint can 
only be of the Government’s decision that there is no justification for 
governmental financial aid for the building of their pipeline. 

Since the Morrison group owned very little crude and were unable to 
obtain commitments from either producers or refiners, the venture was 
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found by the Office of Defense Mobilization to be economically un- 
sound. (See attached letter by ODM Director Gordon Gray). 

Testimony given by a representative of an independent refiners 
association before the subcommittee for special investigations of the 
Committee on Armed Services, House of Representatives, in July 1955 
revealed that delivered crude in California would be 15 to 20 cents per 
barrel higher than the cost of California crude of the same gravity, 
after paying the transportation charges contemplated by the West 
Coast Pipe Line Co. The problems inherent in this project cannot 
be charged to the oil industry or the crude oil pipeline industry. The 
venture was economically unsound, was not capable of attracting 
private funds, and was not considered to be of such importance to 
defense to merit subsidy. 


Conclusions and recommendations 


Common carrier pipelines are adequately regulated in the same 
manner as Other forms of common carriers such as railroads, trucks, 
airlines and water carriers. Adequate redress before the Interstate 
Commerce Commission, the various regulatory State agencies, and the 
courts, exists whenever there is discrimination as to service, rates, 
charges, etc., against a common carrier pipeline operating in inter- 
state or intrastate commerce. Adequate remedies are available 
with regulatory agencies of the various States if an oil company 
discriminates in the purchase of oil. 

The pipeline industry renders service to all shippers, regardless of 
ownership of the pipelines, at uniform fixed rates prescribed by the 
ICC and the various regulatory bodies regulating intrastate trans- 
portation by pipeline. These rates and service are applicable and 
available to all. Built entirely by private capital without subsidy of 
any kind, pipeline companies charge rates that are only about one- 
fifth to one-fourth of the rates charged by the next cheapest form of 
overland transportation. 

Any change in the ownership of oil pipelines would prove extremely 
detrimental to the best interest of the thousands of now satisfied inde- 
pendent producers in marketing their crude oil and to numerous inde- 
pendent refiners who now enjoy efficient and economical transportation 
in receiving their raw materials requirements by pipeline. Therefore, 
no recommendation should be made for further regulation of the pipe- 
line industry. Since no monopoly or other evidence of antitrust viola- 
tion is shown to exist, there can be no justification for a reeommenda- 
tion for any further investigation by the Department of Justice. 


JUNE 12, 1957. 
Hon. Joszeru C. O’MaAHoney, 
_ Chairman, Antitrust and Monopoly Subcommittee, 
Committee on the Judiciary, 
United States Senate, Washington, D. C. 

Dear Senator O’Manonery: This is with further reference to your 
letter of April 3, 1957, requesting certain information relating to the 
application of the West Coast Pipeline Co. for a certificate of essen- 
tiality under section 302 of the Defense Production Act of 1950, as 
amended. 

I shall attempt to answer the questions in the order in which they 
are presented in your letter. 
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1. As you know, this Office looks to the Department of the Interior 
for defense mobilization advice in the fields of petroleum and gas, 
including pipelines. Interior maintains a continuous review of the 
facts and developments in that area including those disclosed at the 
July 1955 hearings, which led it to recommend that a certificate of 
essentiality be denied in the case of the West Coast Pipeline Co. The 
current status of the data furnished by Interior to the chairman of the 
Subcommittee for Special Investigations, Committee on Armed Serv- 
ices, House of Representatives, in July 1955, is indicated in the 
attached group of tables marked ‘‘Appendix A.” 

It is the opinion of the Office of Oil and Gas, Interior, with which this 
Office concurs, that in general, trends in the basic items such as 
crude oil production, productive capacity and reserves, refinery opera- 
tions iat capacity, demand for petroleum, and imports, have not 
departed significantly from those anticipated 2 years ago. Also, 
that with respect to the earlier appraisal of petroleum needs under 
wartime conditions, recent developments have tended to strengthen 
the oil supply situation in district V and thus have introduced no 
important new factors that would suggest the need for change in the 
earlier conclusions reached. 

With respect to reviewing separately the areas in district V served 
by refineries in the State of Washington and by refineries in California, 
the available information, I am told, indicates significant actual and 
prospective gains in refining capacity projected over the next several 
years in the States of Oregon and Washington. While this anticipated 
capacity is still not expected to equal the steadily increasing demand, 
the expansion will nevertheless have the effect of reducing some of the 
demand on California refineries. In addition, product line expansions 
into district V from Montana, Utah, and West Texas and natural gas 
pipeline developments, as indicated in the appendix A data, show a 
marked trend of invading, at least eas y, the territory served 
by California. 

The Department of Defense advises that there have been no de- 
velopments in the basic factors involved to alter its position in the 
Texas-west coast pipeline matter. 

2. It has been our practice to consult with the Attorney General 
and the Federal Trade Commission where there was evidence that 
the granting of any Government incentives, such as accelerated tax 
amortization under section 168 of the Internal Revenue Code or loans 
and contracts under title III of the Defense Production Act of 1950, 
as amended, to an applicant would tend to promote undue concentra- 
tion of economic power. In the instant case, that of a new company 
first entering the petroleum transportation field, no such evidence 
was apparent and accordingly no such advice was requested. 

3. The procedure followed by ODM was as follows: 

(a) The application was referred to the Department of the In- 
terior for technical review, report, and recommendation as to the 
essentiality of the completed project to national defense. Inte- 
rior in turn requested the opinion of the Department of Defense 
as to the strategic or logistic importance of the pipeline from the 
military standpoint. 

(b) A committee of three businessmen, whose names and 
affiliations will be described later, was appointed to conduct an 
independent. analysis of the petroleum transportation problem 
as it affected the west coast. The comments and recommenda- 
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dations of the Department of Defense and Interior and other 
Government data were made available to the committee in its 
consideration of the problem. 

(c) ODM reviewed all available pertinent data, including the 
comments and reports referred to under (a) and (6) above and 
made the final determination in the matter. 

Copies of the comments, reports and recommendations referred 
to above are attached herewith, marked “Appendix B.”’ 

4. We have been advised by the Departments of Interior and De- 
fense that the application of the West Coast Pipeline Co. was not 
referred by either of them to any industry advisory committee, panel, 
or task force. 

5. The names of the three-man committee which prepared a report 
for ODM on the matter consisted of— 

Mr. Charles Allen Thomas, president, Monsanto Chemical Co., 
St. Louis, Mo. 

Mr. Charles S. Cheston, director of a number of industrial and 
business organizations, Philadelphia, Pa. 

Mr. Palmer Hoyt, publisher, the Denver Post, Denver, Colo. 

(None of the foregoing was associated with the oil industry.) 

6. The following persons participated in the review of the applica- 
tion: 

ODM: Arthur S. Flemming, Victor E. Cooley, B. F. Young, 
Charles E. Offitt, J. B. Wyckoff, Lester Tepper, and R. B. 
Whitaker. All were full-time, compensated, Government em- 
ployees. 

Interior: H. A. Stewart, C. D. Fentress, F. S. Lott, H. P. 
Reynolds, John E. Boice, F. F. Trantham, Ben Tafoya, W. M. 
McEldowney, and Bernice Kirschling. All were full-time, com- 
pensated, Government employees. 

Defense: The Department of Defense advises as follows: 

During the period January—May 1954 the individuals named 
below (status as indicated) either developed or reviewed the com- 
ments forwarded by the Department of Defense to the Depart- 
ment of the Interior on the proposed Texas-west coast pipeline: 

Mr. C. S. Thomas, Presidential appointee-Assistant Secretary 
of Defense, Supply and Logistics. 

Mr. T. P. Pike, Presidential appointee-Assistant Secretary of 
Defense, Supply and Logistics. 

Admiral A. W. Radford, USN, military officer. 

Major General A. H. Johnson, USAF, military officer. 

Mr. W. Webster, full-time compensated, Government em- 
ployee. 

Brig. Gen. W. W. White, USAF, military officer. 

Col. G. H. Montgomery, USA, military officer. 

Commander C. Fox, USN, military officer. 

Mr. J. J. Muri, full-time compensated, Government employee. 

Mr. H. Blair, full-time compensated, Government employee. 

I trust this gives you the information desired. 

In accordance with your request no final disposition will be made of 
the application until your subcommittee shall have the opportunity to 
complete its record and advise us of your findings. 

Sincerely yours, 

Gorpvon Gray, Director. 
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Appendix B consists of the following documents: 

Transmittal and report on application for direct loan, dated Decem- 
ber 21, 1953, to Hon. J. A. LaFortune, PAD, Interior, from R. B. 
Whitaker. 

Letter, dated February 2 1954, to Mr. Charles S. Thomas, Assistant 
Secretary of Defense (Supply and Logistics) from H. A. Stewart, 
Acting Deputy Administrator, PAD, Interior, re request of the 
West Coast Pipeline Co. for a certificate of essentiality. 

Letter, dated April 2, 1954, to Mr. J. A. LaFortune, Deputy Ad- 
ministrator, PAD, Interior, from C. S. Thomas, Assistant Secretary 
for Defense (Supply and Logistics), re Department of Defense position 
concerning supplying a certificate of essentiality to West Coast Pipe- 
line Co. 

Letter, dated July 21, 1954, to Dr. Flemming, Director, ODM, from 
C. E. Wilson, Secretary of Defense, re a restatement of Department 
of Defense policies in regard to petroleum pipelines. 

Letter, not dated (originator’s initials: October 8, 1954) to Charles 
S. Cheston, Philadelphia, Pa., from Arthur S. Flemming, Director, 
ODM, re the essentiality from the national security standpoint of a 
crude oil pipeline from west Texas to California. 

Letter to Mr. John J. Courtney, special counsel, subcommittee for 
Special Investigation, House Committee on Armed Services, dated 
January 24, 1956, from Charles H. Kendall, General Counsel, ODM, 
re Government assistance in the construction of west coast pipeline. 


POINT 7 


The testimony adduced at the hearings indicates clearly that imports 
into the United States east coast were reduced by 200,000 barrels a day 
during the emergency. The increase in imports of Caribbean crude oil 
during the period was not only justified but necessary as a part of the 
oil-for-Europe program. The increase in Caribbean imports only par- 
tially offset the virtual stoppage of imports from the Middle East which 
occurred when oil supples from that area were diverted to Europe. 
Moreover, the oil companies found it impossible on short notice to replace 
certain special types of Venezuelan crude oil used for making lubricants, 
solvents, and other spec ialty products with suitable domestic types of 
crude oil which were in short supply. 

A. The question of oil imports into the United States was not 
originally planned as subject for inquiry by the Antitrust and Mo- 
nopoly Subcommittee. Oilimports were brought into the investigation, 
however, in connection with the subcommittee’s review of the oil-for- 
Europe program and the operations of the MEEC. Concern was 
indicated particularly over the fact that imports of crude oil from the 
Carribean increased during the emergency period instead of being 
diverted to Europe. 

The statement of Mr. Steward P. Coleman, Chairman of the MEEC, 
to the joint subcommittee on March 6, 1957, shows that imports of 
Middle East crude into the east coast of the United States were 
reduced from 331,000 barrels a day to 8,000 barrels a day in March 
1957, or a decline of 323,000 barrels a day. Meanwhile imports of 
Caribbean crude increased by 100,000 barrels a day, a net decrease 
of about 200,000 barrels a day in total east coast imperts. Thus, 
only a part of the oil which had been coming into the east coast from 
the Middle East was replaced by Caribbean crude. 
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The reasons for these shifts, and the impracticability on short 
notice of diverting Caribbean imports to Europe, were made clear by 
several witnesses. 

Mr. Coleman stated: 


The implication has been given, or the misunderstanding 
has not been corrected, that if that Venezuelan oil were noi 
brought into the United States, it would all be available to 
move to Europe. That isn’t the case at all, because it 
would have to be replaced with United States crude. * * * 


Mr. Brewster Jennings, chairman of the board of Socony Mobil Oil 
Co., Inc., in his testimony before the joint subcommittee on March 21, 
1957, said: 


Our imports from the Caribbean to the east coast are at 
the level of the preemergency period. Our only imports 
from the Caribbean are now specialty crudes, for which we 
tried to buy substitutes in the United States, but could not. 

Had we been able to make these purchases, we would have 
switched to domestic crudes, even at substantial financial 
sacrifice, in order to make additional contribution during the 
emergency. 

Our problem pointed up a fact about oil not generally 
understood by people inexperienced in the industry: That is 
the important difference among types of crude oil, not only 
or even primarily in gravity, but in other no less important 
characteristics. 

That is why it is impossible to substitute just any crude 
for any other crude. Flourmakers, I am told, have a similar 
problem with different types of wheat. 

We are processing 28,000 barrels a day of Oficina crude 
from Venezuela in our Brooklyn refinery. At Brooklyn we 
manufacture, among other products, a line of solvents on 
which hundreds of businesses on the Atlantic seaboard 
depend. 

Without Oficina or a suitable alternative crude we could 
not maintain the quality and quantity of our solvent supplies. 
We have tried unsuccessfully to obtain a suitable replace- 
ment, 


Mr. Jennings later explained, in response to a question by Senator 
Dirksen, that the specialty crudes to which he referred were primarily 
of two types. He said: 


One is a crude oil that we get from eastern Venezuela out 
of which we make our solvents, which is a rather specialized 
line of products for the refinery we have in the New York 
area. We could use east Texas crude for that purpose but 
we have been unable to obtain east Texas crudes since the 
crisis developed. 

The other group of crudes are from Oklahoma and have 
lubricating properties and we could substitute certain Okla- 
homa crudes and certain coastal crudes, but we have been 
been unable to get those from domestic sources. 

What often happens is that a refinery is lacking in certain 
equipment that it would require in order to substitute a 
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crude, and a substitution of that nature cannot be accom- 
plished on short notice or without the expenditure of con- 
siderable sums and the building of new equipment. 


Still other problems which would be encountered in diverting Carib- 
bean crude to Europe were outlined by Mr. W. K. Whiteford, president. 
of Gulf Oil Corp., in his testimony before the joint subcommittee on 
March 7, 1957. Mr. Whiteford said: 


There has been much discussion of why MEEC members 
import Venezuelan crude to the United States and sell domes- 
tic crude to Europe when the shortest haul is direct from 
Venezuela to Europe. Perhaps we could have diverted most 
of our imports of Venezuelan crude to Europe; however, for 
the following reasons we have not done so: 

(1) Certain Venezuelan crudes have an excellent yield of 
high octane gasoline. Due to the increasing demand of this 
product here, we have geared our operations to utilize a 
srorated amount of Venezuelan crude as feed stock in our 
Philadelphia refinery. As mentioned before, operational 
changes necessary to substitute domestic crudes for this 
amount of Venezuelan crude are expensive and impractical 
compared with the savings in tankers. 

(2) As you know, the Government has not approved the 
coastwise movements of domestic crude in foreign-flag tankers. 
We do not have a sufficient number of American-flag vessels 
to handle the volume of domestic crude necessary to supplant 
the Venezuelan crude now being used. Consequently, we 
would have to supplement transportation movements by the 
use of foreign-flag tankers which, under present conditions, 
is not possible. 


On the basis of the testimony presented, the minority believes the 
increase in imports of Caribbean crude oil into the United States 
during the emergency was not only justified but necessary as a part 
of the oil-for-Europe program, particularly in view of the fact that a 
premise of the program was that there be no interference with supplies 
within the United States. 

B. Prior to the Suez crisis, the problem of oil imports and their 
effect on the domestic industry had been receiving sustained attention. 
Representations had already been made to the Office of Defense 
Mobilization pointing out that increasing oil imports were having a 
demonstrable effect on the domestic oil industry and also on com- 
petitive fuels. Legislation was introduced in the House and amended 
bills in the Senate seeking limitation on these imports. Mr. Jere 
Cooper, Congressman from Tennessee, introduced H. R. 1, which was 
referred to the House Committee on Ways and Means and was re- 
ported with amendment (H. Rept. 50). H. R. 1 passed the House 
on February 18, 1955, and was then referred to the Senate Committee 
on Finance, from which committee it was reported with amendments 
(S. Rept. 232). The bill passed the Senate but the House disagreed 
to Senate amendments and both the House and the Senate agreed to 
a conference. Conferees were appointed and the report was issued 
(No. 745). It was then reported to both the House and Senate and 
was agreed to and presented to the President and approved (Public 
Law 86). Senator Matthew M. Neely proposed the principal Senate 
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amendment but said amendment was replaced by the administration 
amendment which is now section 7 of the Reciprocal Trade Agree- 
ments Act that there be a limitation on oil imports but that it be 
resolved by voluntary action. 

Berore and after H. R. 1 was passed, considerable comment has been 
made in both the House and the Senate on the impact of oil imports. 
It would serve a useful purpose to quote several pertinent remarks 
made on the floors of Congress in the matter. 

On February 28, 1955, Senator Price Daniel, of Texas, stated as 
follows on page 2204 of the Congressional Record: 


The President’s Committee on Energy and Fuel Supplies 
last week reported that these excessive imports could injure 
the economy and security of our country. 

On page 3 of the mimeographed report, the President’s 
Committee said: 

“The Committee believes that if the reports of crude and 
residual oil will exceed significantly the respective propor- 
tions that these imports of oil bore to the production of 
domestic crude oil in 1954, the domestic fuel situation could 
be so impaired as to endanger the orderly industrial growth 
which insures the supplies and reserves necessary to the 
national defense.”’ 

In other words, Mr. President, the President’s Committee 
says there should be no significant increase in the amount of 
oil imported this year and in future years over and above 
what was imported in 1954. 

It would appear that the limit set out in the President’s 
Committee’s report has already been reached. The report 
goes on to say: 

“The Committee recommends that if industrial statesman- 
ship and voluntary reduction do not care for the situation, 
and in the future if imports of crude and residual fuel oils 
exceeding significantly the respective proportion that such 
oils bore to the domestic production of crude oil in 1954, 
appropriate action should be taken.” 


On May 3, 1955, Congressman Overton Brooks of Louisiana stated 
as follows on page 5529 of the Congressional Record: 


At the earliest opportunity, positive and immediate legis- 
lative steps should be taken to limit oil imports to a reason- 
able level. It is my opinion that this level should allow the 
domestic oil industry the opportunity for normal expansion 
in accordance with demand for oil. 

1 regret that the importing companies have failed to 
exhibit the business statesmanship which would have pre- 
vented the necessity for taking the legislative route. Their 
failure to act, however, cannot excuse a similar failure on the 
part of the Congress. 

Now that Congress is studying this problem, I am working 
for the passage of legislation aimed at solution of the oil 
imports problem. I believe that such a solution is essential 
to the welfare of my State and my Nation. 


On June 14, 1955, Senator Edward Martin of Pennsylvania stated 
on page 8103 of the Congressional Record as follows: 
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Mr. President, the bill to extend the Reciprocal Trade 
Agreements Act is about to be reconsidered by both the 
House and the Senate. 

Presumably it will become law very shortly. 

Inasmuch as it contains a provision that was accepted in 
lieu of a specific quota limitation on oil imports, I believe 
that it is not too early to take stock of the oil import situation. 

We should determine whe ther the wishes of the President 
and the Congress as embodied in the present version of H. R. 
1 are being carried out. 

The matter of oil imports and their relationship to do- 
mestic production and capacity of all fuels is of vital im- 
portance to the country as a whole because of their impact 
on the national security and the general economic welfare 
of our citizenry. 

The President's Advisory Council on Energy Supplies and 
Kesources Policy, after a thorough investigation which was 
conducted over a period of several months, came to the con- 
clusion that it would be perilous to our security to permit 
those oil imports to exceed the 1954 proportions. 

The effect of unnecessarily high imports in the domestic 
oil industry has also been defined before committees of Con- 
gress and for the attention of the President’s council on fuels. 

America’s independent producers and refiners have long 
warned of the adverse effect of imported crude products on 
their industry. 

It is my considered opinion that the agreement reached 
by the Senate Finance Committee with the executive depart- 
ment and representatives of large importing oil companies 
can serve as an effective checkmate on oil imports. 


How can national security be enhanced by restricting the 


importation of crude oil? ‘loday, this country’s pe ‘troleum 
reserves have been lagging critically behind the increased 
demand. The shortage. of domestic oil is properly the con- 
cern of every American—known reserves can take care of 
current needs for less than 12 years. As a matter of fact, 
domestic production is inadequate to take care of current 
needs in industrialized America by 278 million barrels per 
year. The alarming fact is that during the past 10 years 
oil consumption has increased 80 percent while domestic oil 
production has increased only 40 percent. Demand has in- 
creased twice as much as production. 

The only argument that can be sustained to control im- 
ports is that America’s security depends on the development 
of a sufficient domestic industry. But the oil searchers are 
already stimulated by protected prices and the tax benefits 
which they uniquely enjoy. After being located and deter- 
mined, the best place for American oil is in American earth, 
located but preserved. If our imports should be cut off 
by reason of critical world conditions, we will be able to 
sustain our oil-hungry economy and perhaps survive with 
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On June 6, 1956, Congressman Charles A. Vanick, of Ohio, stated 
on pages 9714 and 9715 of the Congressional Record, as follows: 
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On July 18, 1956, Senator Frank Carlson, on page 13,333 of the 
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oil we have providently saved for that day. It is in the 
interests of the national security that American oil be saved 
for that contingency. 


Congressional Record, stated as follows: 


On July 27, 1956, Senator Matthew M. Neely, on page 15,022 of 


Mr. President, I again want to call the attention of the 
Senate to the ever-increasing imports of foreign oil. 

Total imports in the latest 4-week period averaged 1,376,- 
000 barrels daily, compared with 1,096,000 in the like period 
a year ego. 

These imports continue to increase despite the fact that 
the Congress, when it extended the Reciprocal Trade Agree- 
ments Act, wrote into it a provision that the imports of 
foreign oil should be based on a percentage of the current 
production. 

During the past few weeks, I have had many letters from 
Kansas stressing the fact that these oil imports are seriously 
affecting the development and production of oil in our 
State. If the present rate of imported oil continues to in- 
crease in volume, I am confident that the Congress will 
want to take some very definite action in the next session. 


the Congressional Record, said: 


These measures and the efforts of the industry producers to secure 
certain limitations on oil imports were in pursuance of provisions in the 
Reciproca! Trade Agreements Act, which provides for escape from a 
condition which might jeopardize the vitality of a domestic industry. 
The pertinent provisions of the act are found in section 7 (69 Stat., 161, 


No one can read the debate on the substitute amendment, 
particularly the statements of friends and spokesmen of the 
administration, without reaching the conclusion that it was 
not merely permissive but directive. Certainly not even 
the most vigorous advocate of unlimited oil imports can 
deny that it was the purpose of the Congress to place drastic 
restrictions upon them. 

The positive assurances that the President wenld act im- 
mediately to keep oil imports at their 1954 level were given 
to the Senate by two of the most reliable and illustrious 
Republican Members of this body, the Senator from Kansas 
(Mr. Carlson) and the Senator from Colorado (Mr. Millikin). 


166 (1955)), which reads as follows: 


Src. 7. Section 2 of the act entitled ‘‘An act to extend the 
authority of the President to enter into trade agreements 
under section 350 of the Tariff Act of 1930, as amended, 
‘approved’ July 1, 1954,” is hereby amended by inserting 
“(a)” after “Sec. 2” and by adding at the end thereof a new 
subsection as follows: 

“In order to further policy and purposes of this section 
whenever the Director of the Office of Defense Mobilization 
has reason to believe that any article is being imported into 
the United States in such quantities as to threaten to im- 
pair the national security, he shall so advise the President 








PETROLEUM—ANTITRUST LAWS AND POLICIES 143 


and if the President agrees that there is reason for such 
belief, the President shall cause an immediate investigation 
to be made to determine the facts. If, on the basis of such 
investigation, and the report to him of the findings and 
recommendations made in connection therewith, the Presi- 
dent finds that the article is being imported into the United 
States in such quantities as to threaten to impair the national 
security.”’ 


The Office of Defense Mobilization, taking cognizance of this prob- 
lem, held hearings, took considerable testimony which was prepared to 
make a report and recommendation prior to the Suez crisis. 

In the report of the Presidential Advisory Committee on Energies, 
Supplies and Resources, it did say that the Committee felt that this 
question of proportionate relationship between imports and domestic 
production should be reviewed from time to time. Also that the 
Committee were very firm in their conclusion and conviction that 
there was a definite relationship between the oil import problem and 
the national defense. Doctor Flemming, in his statement at the 
course of the committee hearings, said: 


I think we ought to point out at this time, because this 
is a matter that is oftentimes misunderstood by people—we 
didn’t recommend—and I don’t know of anyone who has 
recommended this—we didn’t recommend that imports 
should be held at the 1954 level, we said that the propor- 
tionate relationship that existed in 1954 between imports 
and domestic production should be maintained. And of 
course we know that domestic production has been moving 
up, and therefore, of course, that recommendation made 
provision for oil imports to move up. This wasn’t any 
effort to freeze the oil imports at a particular level. 


In pointing out the action taken to obtain voluntary action on the 
part of the oil companies that did result in maintaining that propor- 
tionate relationship, Dr. Flemming said: 


First of all, we asked for—we issued a letter stating that 
we were going to ask them to file reports with us regularly 
so that we would have the basie information on which we 
would determine what action should be taken. 

In the second place, after getting some of those, or getting 
the initial reports, we wrote to them and indicated that their 
reports indicated that they were not going to achieve this 
objective of the 1954 proportionate relationship. We made 
specific suggestions as to what they could do to reach that 
particular objective, we asked them to let us know whether 
or not they would do that. 

Finally, however, the response was such that I decided to 
hold a formal hearing under the provisions of section 7 of the 
Trade Agreements Act on the oil import problem. 

As you appreciate, the amendment does not require me to 
hold a formal hearing, or to hold a hearing—I won’t call it 
formal in the sense of an administrative proceeding, but a 
public hearing. I have decided, however, that it is just good 
public policy in situations of this kind before I take any 
action to hold a public hearing so that anyone who wants to 
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appear and express a point of view can do so. That public 
hearing was held in November 1956. And re 2presentatives s of 
both sides of this particular issue did appear, and we have a 
very voluminous record. However, soon after that hearing 
closed the Suez crisis developed. And obviously the factual 
information which had been presented to us at the hearing 
was out of date. 

I think, just to round it out, I should say this, that because 
of the fact that the factual situation changed completely as 
a result of the loss of the Suez Canal and the loss of the Iraq 
pipeline, I suspended action on the petition in December, 
but indicated very clearly that as soon as the situation began 
to settle down again we would again eall for information and 
determine whether or not the plans of the importing com- 
panies were in harmony with our objective, and if not, we 
would be prepared to take appropriate action under section 7. 


With restoration of peace and stability in the Middle East and the 
renewal of oil deliveries to Europe, the import problem has again been 
brought to the forefront. Statements by Senators and Congressmen 
on the floor of the Senate and the House have pointed up to the dangers 
that might result to the domestic oil industry if oil imports continued 
to grow. On April 23, 1957, Mr. Gordou Gray, Director of the Office 
of Defense Mobilization i issued a statement that the oil import prob- 
lem would be reexamined and reevaluated for appropriate action, 

Another specific action taken since the hearings have closed was the 
conference of Senators O’Mahoney, Dirksen, and Carlson with the 
President of the United States to acquaint bim with the oil import 
problem and to emphasize the need for action. 

On June 26, President Eisenhower designated a Cabinet Committee 
consisting of the Secretaries of the Interior, State, Defense, Treasury, 
and Labor, and with the Secretary of Commerce as Chairman, with an 
instruction to t'e committee that it make a report and file its recom- 
mendations at the earliest practicable date. It is interesting to note 
that as this report is being written, on the 29th of July 1957, the 
Cabinet Committee reported to the President and the President 
issued the following directive to improve conditions created by in- 
creased oil imports of the United States. His directive reads as 
follows: 


Memorandum for— 

The Secretary of the Interior 

The Director of the Office of Defense Mobilization 

I have approved the recommendations of the Special Com- 
mittee To Investigate Crude Oil Imports as set forth in the 
attached report. I direct you to put these recommendations 
into effect as rapidly as possible. 
(Signed) Dwicutr D. Eisennower. 


The recommendations referred to in the President’s directive are 
as follows: 





i 
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V. CONCLUSIONS AND RECOMMENDATIONS 


1. Increased volume of crude oil imports and the proposed 
imports for the latter half of 1957 threaten to impair the 
national security. This threat, under existing eonditions, 
requires a limitation on imports. The committee recom- 

mends, therefore, that unless the importing companies 

| comply voluntarily with the import limitation plan herein- 
after set forth, you find that there is a threat to the national 
security within the meaning of section 7 of the Trade Agree- 
ments Extension Act of 1955. Pending the outcome of this 
voluntary program, this committee should continue as now 
constituted. 

2. For the initial phase of such a program of limitation in 
the interest of national security, the following plan is recom- 

mended, to cover the period of the last half of 1957 and the 
first half of 1958: ® 
(a) ated IV: 

i, All importing companies, except those referred to 
in (ii) below, should be re quested to cut back 10 percent 
below their average crude oil imports for the years 1954, 
1955, and 1956. 

i. In order that small 1954 importers, and ponpeeS 
that have started to import since 1954, should have the 
opportunity to participate in the United States market 
on a basis more equitable than if the above cutback were 
applied to them, it is recommended that companies 

having crude oil imports of less than 20,000 barrels per 
day in 1954 should be allowed to import the amounts 
set forth in the schedules submitted by them to ODM 
in July 1957, but in no instance to exceed an increase of 
over 12,000 barrels per day over their actual 1956 
imports. (See table II for analysis of effect of this 
formula on importing companies. ) 
(b) District V:* Imports should be determined on a semi- 
annual basis. Pending a change in the deficit condition now 
pending in the area by, for example, the development of an 
economical means of interregional transportation, the level 
of imports must be such as to make up the difference be- 
tween the demand and the quantity of domestic crude oil 
available to the area, as established by the Department of 
the Interior. The schedule of imports for the last half of 
1957, as submitted by the companies to the Director of 
Defense Mobilization appears to be slightly higher than 
would be called for by the foregoing formula. However, 
there is reason to believe that the imports for this period 
will not exceed 275,000 barrels per day and, consequently, 
no voluntary import limitations are proposed for this district 
at the present time. This situation should be reviewed, 
however, during the latter part of 1957 from the point of 
view of the plans of importers for the first half of 1958, in 
view of the fact that additional pipeline capacity to the west 


§ The term ‘‘crude oil’’ as used throughout this plan is oi] at the wellhead. 
4 See appendix A for reasons for separating districts I-IV and district V. 
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coast is scheduled to become available during the first half 
of 1958. (See table III). 
(c) Imports under proposed plan. 


Barrels 
per day 
II I re a ee an og alee neue 756, 000 
Percentage ratio, imports to production_ - - --_- 12. 0 
Percentage ratio, imports to demand__--_-_-_--- ~/ 194 
DIRE seahtr denseiteen berice evince hee on tb dite ed oenitnes 275, 000 
Percentage ratio, imports to production--_---- 29. 8 
Percentage ratio, imports to demand_-_----_--- 23.3. ——————- 
WORM RAO si Pus Le AE ALL 1, 031, 000 


(2) New importers should have the opportunity to enter 
and share in a reasonable manner in the United States 
market. Companies planning to become importers should 
present their plans to the Department of the Interior at least 
6 months before their plans are to become operative. <A de- 
termination should then be made as to the extent these 
importers should share in the market initially, and as to 
whether room can be made for them as a result of the in- 
crease in permissible imports arising out of the increase 
in domestic demand or whether it will be necessary for 
older importers to decrease their imports in order to make 
room for the new companies. 

(e) All imports into the United States should be for the 
direct account of the importers, and no importer should be 
allowed to increase its imports through oil sale and product 
purchase agreements by transfer of allotments or by other 
indirect Means. 

(f) The committee recognizes that it would be possible to 
circumvent this plan by companies entering into certain 
types of arrangements for the importation of distilled prod- 
ucts. We recommend that the Office of Defense Mobiliza- 
tion and the Department of the Interior follow this situa- 
tion very closely. 

3. The plan above outlined should be reviewed by this or 
some comparable committee at least once a year. Under 
normal peacetime conditions we believe that such a review 
should proceed on the assumption that in districts I-IV an 
effort will be made to maintain a ratio between imports and 
domestic production of approximately 12.0 percent (1) and 
that in district V imports will be restricted to the difference 
between demand and the domestic crude oil that can be 
made available to the area on a reasonably competitive basis. 

4. The plan above outlines should be administered by the 
Department of the Interior under policy guidance from the 
Office of Defense Mobilization. In the administration of 
the plan, provision should be made for the hearing and con- 
sideration of cases where it is alleged that inequities would 
result from the application of the plan, with the understand- 
ing that the administrator will have authority to establish 
the necessary administrative procedures and act in such a 
manner as to alleviate inequities when they are found to 
exist, including any showing that the plan does not provide 
competitive opportunities for newer importers. 
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It is the hope of the minority that under existing law and on a 
voluntary basis, if possible, a solution can be contrived which will be 
fair and equitable to major and independent producers alike and also 
to the countries from whence oil is brought to the United States. 
The President’s directive is intended to reach this objective. 


POINT 8 


An examination of the testimony adduced at the hearings shows that 
some of the statements, conclusions, and recommendations contained 
within the staff reports are either erroneous or ul founded. The unusual 
procedure of presenting these erroneous or ill-founded statements, con- 
clusions and recommendations in open session before the subcommittee 
has created confused ideas throughout the world, especially in the Middle 
fast and Europe as to the operation and effectiveness of the oil-lift 
program and as to the American oil companies operations abroad as a 
whole. Other nations not knowing the wmherent characteristics of our 
political procedures take such reports as being those of the Senate com- 
mittee itself and as, therefore, cloaked with the great authority and 
authenticity provided by an official organ of that most powerful of delib- 
erative bodies. 

An examination of the testimony adduced at the joint hearing 
concerning the emergency oil lift to Europe held by the Subcommittee 
of the Judiciary and the Committee on Interior and Insular Affairs, 
has ended with a most unusual procedure. In preparation for the 
report, the staff assistants presented in open public hearings, certain 
erroneous or ill-founded statements, conclusions, and recommenda- 
tions, which created confused ideas throughout the world, especially 
in the Middle East and in Europe. The effect of this demonstrates 
most clearly the dangers of the departure from long-settled tradition 
of executive consideration by a committee of the recommendations 
of its staff. It has become apparent that the world press, as well as 
the public, has largely, though mistakenly, assumed the statements 
of staff assistants as though ‘they were the reasoned conclusions by 
the Senators responsible for conducting the hearings. It would do 
well to cite several illustrations. 

The Congressional Daily, a newspaper of record devoted exclusively 
to the Federal Government in its Friday morning, June 14, 1957, 
issue, volume 20, No. 65, states as follows: 


Oil. A joint Senate Judiciary-Interior Subcommittee has 
issued a report recommending that the Justice Department 
seek antitrust action against major oil companies on their 
control of United States pipelines. 


It must be borne in mind tbat if attacks of any kind upon American 
companies holding concessions in the Middle East areas become the 
foundation for other attacks by Communist forces who seek to gain 
control of these areas, one way or the other, the end result will in- 
evitably be to jeopardize some of the energy sources of the United 
States and thereby weaken our national security. 

An article in Le Commerce du Levant which appeared on the front 
page of ek influential periodical in Beirut, Lebanon, on the 19th 
of June 1957, is a case in point. A number of French newspapers 
reproduced iheon attacks on the American oil companies as by a 
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‘Senate Antitrust Subcommittee.”” A headline such as ‘‘The Senate 
Antitrust Subcommittee Recommends an Investigation of the Control 
of Petroleum Pipelines’? was published for instance in the Agence 
Economique et Financiere on the 13th of June 1957. <A further 
publication on the 14th of June 1957, in the same paper, states that 
the “Big American oil companies are accused of controlling the Saudi 
Arabian oil market,” and both in Italy and France additional uses 
of this staff report by newspapers were used to blacken the face 
of the American oil industry by quotations from what was merely 
the opinions of staff members as, for instance, in Journal des Carbu- 
rants. Thus, there has been repeated the process which took place 
after the release of the Federal Trade Commission staff report. This 
report was used time and time again bv the Russian news agencies 
and broadcasting stations to point out what they considered to ‘be the 
conspiratorial actions of the oil companies and to incite local people 
against them. Innumerable cases of the Russian use of the Federal 
Trade Commission staff report on international oil could be cited. 
However, a report by Tass on the 19th of November 1952 is illustra- 
tive of the kind of use made of such documents. 


FTC HIDES REAL EXTENT OF OIL CARTEL 


Moscow, TASS, in Russian Hellschreiber to Europe, No- 
vember 19, 1952. 

(New Times article by Dikansky describing the machina- 
tions of the international oil cartel.) 

A report of the Federal Trade Commission on the interna- 
tional oil cartel was published in Washington, August 25. 
This report has no intention whatever of revealing the real 
extent of the operations of the international oil cartel and its 
machinations. 

But even the meager figures which the Commission has 
decided to publish provide a clear enough picture of the con- 
trol of the economic and political life of all capitalist coun- 
tries by the oil monopolies, of their plunder of colonial coun- 
tries, of the active part played by the cartel in the con- 
spiracy against peace and democracy. 

The struggle to refashion and portion out the world for 
the looting of colonial and dependent countries, which is 
what the oil monopolies are doing with the direct support 
of the Governments of the United States and Britain, runs 
like a red thread right through the history of the past 
decades. 

This struggle has become particularly acute since the First 
World War when the American monopolies started. The 
Anglo-American struggle for markets does not stop even 
when the Oil Trusts agree to divide the markets for their oil 
or when they agree on the joint plunder of any colonial nation. 

The Federal Trade Commission fails to mention that from 
the very outset the international oil cartel was linked as 
closely as possible with the I. G. Farben chemical concern, 
that vast German monopoly which, as is known, played an 
important role in inspiring and organizing Hitler’s aggression. 

Allied in an international cartel the oil monopolies have 
made the utmost use of the Second World War to gain profits. 
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The Commission is forced to state that during the war they 
sold oil from the Persian Gulf to the United States Navy 
Departme nt at excessive prices. According to the Com- 
mission’s evidence, the international cartel fixed equally 
high prices for the oil supplied by the United States under 
the Marshall plan. 

The arms race and the preparation of a new world war by 
the United States—British aggressive bloc—these are the 
sources of the new vast profits for the oil monopolies. The 
Korean war, launched by American imperialism, which has 
resulted in an increased demand for oil and oil products for 
war purposes, has increased demand for oil and oil products 
for war purposes, has increased the profits of the oil monop- 
olies of Rockefeller, Mellon, and other financial magnates. 
It is not surprising that the oil monopolies fully support the 
continuation of the war in Korea, the expansion of this war, 
the turning of it into a new w orld war from which they plan 
to profit substantially. 

The report of the Federal Trade Commission also con- 
tained information about Iran and Iranian oil, but this sec- 
tion was excluded from the published version. The reason 
for this omission is not too difficult to understand, for the 
example of Iran provides a particularly clear picture of the 
plundering of the members of the international oil cartel, of 
their role in suppressing the national liberation movements 
of colonial and dependent countries, and of the contradictions 
within the monopolist clique, including the oil cartels, which 
are tearing the imperialist camp asunder. 


Such a citation effectively demonstrates the dangers to American 
interests and to American policy which result from t!.e departure from 
the long-settled tradition that each report by a Senate committee 
should have executive consideration by the committee and not be 
merely reports of its staff. This is to prevent erroneous information 
and ill-founded statements from being released to the public and 
then construed as the conclusions and recommendations of the com- 
mittee itself. The danger is ever present that people outside the 
United States will assume that the findings and conclusions of the 
staff are necessarily those of the investigating committee. ‘Too often 
errors and unsustained conclusions have become imbedded in history 
to the confusion of the foreign policy of the United States. 


POINT 9 


An examination of the testimony adduced at the hearings shows that 
the statements, conclusions, and recommendations contained within the 
staff reports, referring to extreme and inconsistent criticism wpon the 
Attorney General and the Department of Justice staff, both for laxity in 
securing antitrust safeguards on the emergency operations under the 
voluntary agreement relating to foreign petroleum supply and for their 
overforceful efforts to secure the same safeguards, which the statement 
claims made the whole operation illegal are erroneous and ill-founded. 


Without reviewing in detail all of the statements made in the various 
staff reports, the minority believes that the dangers of said unusual 
procedure of staff reports in open sessions may be clearly demonstrated 
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from the statement which attempts to place extreme and inconsistent 
criticism upon the Attorney General and the Department of Justice 
staff, both for laxity in securing antitrust safeguards on the emergency 
operations under the voluntary agreement relating foreign petroleum 
supply, and for their overforceful efforts to secure these same safe- 
guards, which the statement claims made the whole operation illegal. 
The staff report is based upon a theory that the Acting Attorney 
General’s letter of January 31, 1956, which actually was intended only 
to force adoption of these safeguards, terminated the whole voluntary 
agreement. On this theory the report also accuses the Attorney 
General of failure to comply in February 1956 with his duty to report 
concerning voluntary agreements, and makes the sweeping suggestion 
that the entire emergency oil lift was illegal. 

Unlike the staff, the minority troubled to check with the Depart- 
ment of Justice regarding the significance of said January 31 letter 
and other facts which were the basis of the staff charges. Any reason- 
able and ojbective view of the record, including the other relevant 
letters which from the context of the Januar y 31 letter, makes it clear 
that that document was not and could not have been intended to be 
a final termination of the agreement, and was so understood by all 
concerned. 

It is interesting to note that the staff report carefully refrains from 
mention of the obvious due process of notifying the companies bound 
by the agreement before its termination could be effective. Termina- 
tion of the 1951 agreement had been effective on publication in the 
Federal Register. Moreover, the agreement itself promised that 
termination other than by repeal or expiration of the statute on 
which it rested would be by notification by letter telegram or publica- 
tion in the Federal Register. No such notification was made. 

Under point 2, the minority reviews rather extensively the role of 
the Department of Justice in the oil lift operation with numerous 
quotations from the testimony of Judge Hansen, head of the Anti- 
trust Division of the Department of Justice. It serves no useful 
purpose to reiterate it here in refuting some of the charges made in 
the staff report in attacking the Attorney General and the Depart- 
ment of Justice staff. 

A careful review of the record will reveal that there was no under- 
standing between the Government officials and the oil industry 
members that the proposed antitrust safeguards would be dropped in 
any emergency requiring plans for cooperative action. Clearly, the 
safeguards proposed for the voluntary agreement did not automati- 
cally apply to the possible features of some unprepared plan to meet 
some future emergency. However, each such plan would have to be 
prepared and weighed and on its own merits with such antitrust safe- 
guards as the Attorney General did at that time require. Both Judge 
Hansen in his testimony and the staff report itself related to the 
efforts made by the Department of Justice to secure the same safe- 
guards on the emergency plan which followed in August, actions 
hardly compatible with the above-mentioned secret. understanding. 

It would appear also that this should dispose of the charge made 
at several points in the staff report that the Attorney General did not 
make full disclosure in his quarterly reports on voluntary agree- 
ments of all the relevant facts. It would encumber this report to give 
Severed Apert to each of those several points. The record speaks 
or itself, 


| 
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The staff report also found fault with the Attorney General’s han- 
dling of the plan of action instituted under this voluntary agreement; 
that the plan of action did not incorporate the substance of antitrust 
safeguards previously incorporated in the voluntary agreement at the 
Attorneys General’s insistence, and several other erroneous charges. 

These charges have been successfully answered under point 2 and 
the testimony of the witnesses vindicates the position of the Attorney 
General. 

Finally, the staff report concludes that the plan of action exceeded 
the lawful scope of the voluntary agreement. It asserts, without 
substantiation that the establishment of the MEEC was a mere 
device to bypass a congressional intent to limit the scope of such 
agreement. It should be noted that section 708 of the Defense Pro- 
duction Act was amended in 1955 clearly to limit the scope of future 
voluntary agreements, not existing ones. ‘This point was covered in 
Judge Hansen’s testimony and excerpts included in point 2. 

The establishment of MEEC was directly in accordance with the 
provision of the agreement providing for a future plan of action in the 
event of an emergency, a provision which was a part of the agreement 
at the time of the 1955 amendment and was fully known to Congress. 

Congress took no action either then or later, to eliminate this 
provision or any other part of the voluntary agreement relating to 
foreign petroleum supply. 

Indeed, in its report on 1956 amendments to the Defense Production 
Act, the Senate Banking and Currency Committee states on pages 13 
and 14 of Senate Report No. 2237, 84th Congress, 1st session: 


The committee also noted with approval the Attorney 
General’s view that the provisions in the foreign petroleum 
supply agreement and the tanker capacity contribution 
agreement for future allocation programs covering petroleum 
and tanker capacity (subject to future approval of any such 
programs by the Attorney General) were valid and appro- 
priate under the section as amended in 1955. 


POINT 10 


An examination of the testimony adduced at the hearings shows that 
some of the statements, conclusions, and recommendations contained with- 
in the majority report, as well as the staff reports, pertaining to such 
topics as joint ownership, affiliates, and subsidiaries; oil profits, first 
quarter 1957; independents and MEEC, are not well founded and the 
evidence is to the contrary. 

The majority report, as well as the staff report, commented on the 
alleged competitive and anticompetitive aspect of various joint ac- 
tivities of the American oil companies engaged in foreign oil opera- 
tions; and, further stated that large international oil companies oper- 
ate through numerous subsidiaries and affiliates, many of which are 
created by charters issued for foreign governments. They cite as 

examples, Aramco, Kuwait, the Iranian Consortium, IPC, the pro- 
posed Turkish refinery, and the West Africa replenishment plan. 

Nore.—Aramco is a Delaware corporation.) 

The joint operation of petroleum facility can have more or less 
antitrust significance, depending upon the factors which brought it 
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into operation. In the Middle East, for example, the joint ownership 
of oil concessions has been due to a combination of two significant 
factors. First the capital commitments required to develop oil con- 
cessions of the size involved are beyond the financial capabilities of 
any one company, resulting in joint oil operations by such corpora- 
tions as Aramco, American Independent Oil Co., and some of the 
companies which have recently been formed to obtain new concessions 
in Venezuela. 

Second, any company which invests large sums of money in foreign 
oil operations must take into consideration the political risk factor and 
usually prefers to share that risk with other companies and thus to 
spread the risk over several countries. See quotations from the report 
of the Senate Special Committee Investigating Petroleum Resources 
cited in point 4. It would do well to reiterate a quotation at page 10 
x “par O’Mahoney petroleum resources report in 1947... It states as 
follows: 


The risks and financial costs involved in foreign operations 
are of such magnitude that only the larger companies can 
assume the hazards, and even these companies find the 
difficulties so great that they customarily operate through 
hundreds of subsidiaries and by means of joint ventures 
among themselves and with foreign corporations so as to 
distribute the risk. 


There are other economic and political reasons which justify and 
often make necessary many of the joint oil operations which exist 
today. The joint American interest in IPC and the Iranian con- 
sortium are examples of participation by American independent 
companies in situations in which our own Government was keenly 
interested. 

The proposed Turkish refinery, referred to in the staff report, is a 
case in pomt. ‘Turkey, like many other countries in Europe today, 
wants to reduce its drain on its dollar resources by importing crude oil 
rather than products. Yet the volume of consumption in Turkey is 
insufficient to support a number of separately owned refineries. No 
doubt with this in mind, the Turkish Government requested those oil 
companies operating in Turkey which it felt had the necessary knowl- 
edge and capabilities, jointly to participate in the financing and build- 
ing of a refinery large enough to meet the requirements of the country. 
The permutation and combinations of circumstances, which result in 
joint operations in the oil industry are many but their net effect is to 
enable American companies to complete actively for business through- 
out the world, not only among themselves but with their foreign rivals. 
An excellent example i is the gradual i invasion of the Middle East and 
Venezuela by independent groups joining to accept the risks present 
in these areas. Failure in such ventures if taken alone might mean 
bankruptcy to the single venturer. Success of such ventures means 
further and more vigorous competition in world markets. 

(6) The majority report, as well as the staff report, commented on 
the increase in profits for the first quarter in 1957 earned by the five 
principal companies of MEEC ranging from 13 to 32 percent over the 
first quarter of 1956, indicating the profits were made possible only 
because of immunities granted under the MEEC schedule. 
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The minority has already covered extensively the fact that MEEC’s 
oil lift to Europe program was a success, that the Attorney General 
used every possible precaution under the authority granted to him 
by the Defense Production Act of 1950, as amended, and further 
points out substantial evidence from all facets of the oil industry— 
production, refining, transportation and marketing—clearly showing 
that the price increase was long overdue and had not kept pace with 
the increase in the costs of operation to these various facets of the 
oil industry. Therefore, it is not necessary to go into those points 
again at this time in answering the majority report and staff report 
in this issue, excepting to quote a portion of Gulf Oil Corp.’s letter of 
July 2, 1957, to Senator Joseph C. O’Mahoney, acting as chairman of 
the committee’s he varing, as follows: 


The staff seems to consider it a shameful thing that any 

profit was made out of the oil lift to Europe and it cites, as 
an example, the Gulf-Esso exchange agreement under 
MEEC. I am not aware of any position taken by Gulf, the 
industry, or the Government that would even remotely sug- 
gest that they should have given away oil to Europe. Also, 
T am at a loss to understand Mr. Banner's statement that 
“this savings was not passed along to consumers but was 
reflected in higher earnings in the first quarter of 1957.” 
Mr. Whiteford’s testimony before this committee on March 
7 fully documented Gulf’s position with respect to domestic 
crude and product price increases. In the light of his 
testimony in your record, I do not know how a staff econo- 
mist of any responsibility could expect an isolated trans- 
action such as this to result in reduced prices for our cus- 
tomers. I note also Mr. Banner’s observation that “this 
profit resulted from a joint arrangement between two 
companies made possible because of the waiving of the anti- 
trust laws.” 

Mr. Whiteford’s statement included the very pertinent 
information that the “overall effect of this single trans- 
action results in a tanker-savings equivalent to about three 
T-2 tankers,”’ and I am of the very definite impression that 
the rerouting of tankers for their maximum use was most 
important in the Suez crisis. Actually, Gulf’s first-quarter 

‘arnings principally reflect the results of its operations in the 
United States. The size of the earnings in the first quarter 
cannot by any stretch of the imagination be attributed to 
the Suez crisis, as Mr. Banner would have you believe. 

(c) Independents and MEEC.—The majority report, as well as the 
staff report, commented on tht fact that membership of MEEC was 
limited to certain major oil companies with foreign operations, thus 
ignoring the interest of independent producers, refiners, distributors, 
and consumers, all of whom were affected by the program. 

The best answer to this issue can be related from the prepared 
statement of Mr. Russell B. Brown, general counsel for the Inde- 
pendent Petroleum Association of America, who pointed out that at 
the time the Middle East Emergency Committee was formed, his 
association took the position that the program of supplying oil to 
Europe, resulting from the Suez crisis involved a problem of the 
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United States Government in international relations and, therefore, 
should be left to the Government officials responsible for such matters. 

In point 2, the minority view was that the Government officials 
directed by law to administer such matters were exemplary in carrying 
out their duties and responsibilities in this respect. Mr. Brown 
referred to a letter addressed by the president of his association, Mr. 
Robert L. Wood to Dr. Arthur S. Flemming, Director of the Office 
of Defense Mobilization, on August 13, 1956. In that letter, Mr. 
Wood said in part: 





Our primary concern with respect to the MEEC was that 
the few individual companies comprising this committee not 
be given any authority, with antitrust immunity, to take any 
actions with respect to or which would adversely affect the 
petroleum industry within the United States. 

It was our feeling that MEEC members, which are com- 
panies extensively engaged in international trade and have 
very substantial mterests in foreign operations, should not 
be selected apart from the entire domestic industry to deter- 
mine programs or take actions that would have an impact 
upon or in any way affect the domestic petroleum industry 








In response to this letter, Dr Flemming, under date of August 21, 
gave assurances to the petroleum industry that MEEC will not be 
authorized to take actions with respect to, or that have impacts on, 
the domestic industry operations. Dr. Flemming said: 


The Middle East Emergency Committee was formed to act 
under Government supervision and direction to assist in the 
transportation, refining, and production adjustments that 
may become necessary in foreign areas. 

The questions to which you refer concerning reserve pro- 
ductive capacity and availability of transportation, terminal, 
refining and other facilities to meet any demands upon the 
domestic industry, will be developed from appropriate 
domestic sources. You comment that domestic operators 
are best equipped and most affected with respect to domestic 
facilities and capacities, and I am sure you will agree thai those 
companies which operate in foreign areas are best equipped and 
most affected with respect to supply problems outside of the 
United States. [Emphasis ours.] 


Mr. Wood, in a second letter to Dr. Flemming, dated August 21, 
stated: 
I am relieved that you feel this authority does not extend 
to domestic operations in the United States. 














Mr. Brown further testified, as follows 


I desire to make clear that as a result of our understanding 
with Dr. Flemming our association has never taken the 
position that the domestic independent producing industry 
should be represented on MEEC. As was stated by Dr. 
Flemming in his testimony before this committee the 

a 
primary purpose of MEEC is tanker pooling and the direc- 
tion of tanker movements. 
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In view of that purpose, together with the assurances that 
Dr. Flemming gave us, we concluded that there was no 
place on the committee for an independent producer and 
that no useful purpose could be served by a producer being 
on the committee. 


The testimony of Mr. Brown and the correspondence exchanged 
between Mr. Wood and Dr. Flemming is persuasive to the minority 
that the independent producers through the Independent Petroleum 
Association of America were not interested in participating in the 
Middle East Emergency Committee, and therefore, the criticism b 
the majority with respect to independent producers is not well founded. 

Although the independent refining companies were not members of 
the Middle East Emergency Committee in its inception, they were 

ermitted representation in MEEC through the extension of an 
invitation to the Frontier Refining Co., an independent refinery, 
whose president, Mr. M. H. Robineau, is also president of the Inde- 
pendent Refiners Association of America. 

However, it should be pointed out that no independent refinery, 
roducer, distributor, or marketer were members of the Foreign 
etroleum Supply Committee under voluntary agreement of June 25, 

1951, which was the forerunner of MEEC. In order not to belabor 
this point, the minority concludes, that since those companies which 
operate in foreign areas were best equipped and most affected with 
respect to supply problems outside the United States and Mr. Brown’s 
conclusion ‘‘that there was no place on the committee for an independ- 
ent producer and that no useful purpose could be served by a producer 
being on the committee,’ constitutes significant reasons for limiting 
the membership to oil companies with foreign operations and this 
action could in no way be intended to deprive independent producers, 
refiners, distributors and consumers from participation in the MEEC 
program. 


95853—57——11 
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INDIVIDUAL MINORITY VIEWS OF SENATOR WILEY 
PETROLEUM, THE ANTITRUST LAws AND GOVERNMENT POLICIES 
(OIL FOR EUROPE DURING SUEZ CRISIS) 

I. INTRODUCTION 


I cannot agree with the extreme criticism aimed by Senators 
O’Mahoney and Kefauver at the Eisenhower administration and the 
major oil companies for their manner of solving the European oil 
fuel crisis caused by the temporary closing of the Suez Canal. 

Nor can I agree with the complete exoneration of the oil companies 
urged by Senator Dirksen. They did take undue profit from an 
international oil transportation crisis which the United States Gov- 
ernment had asked them to solve. 

In my opinion, a careful consideration of the testimony and ex- 
hibits in the investigation of the “oil lift for Europe” necessitated by 
the temporary closing of the Suez Canal, leads clearly to the following 
conclusions: 

II. CONCLUSIONS 


(1) The Eisenhower administration made the right decision in 
turning over the operation of the “‘oil lift for Europe” to the American 
oil companies which owned tanker fleets, even though this gave these 
major oil companies the partial antitrust immunity necessary to do 
the job. 

(2) The oil companies did a good job in rerouting oil supplies to 
meet the Suez Canal crisis. 

(3) The oil companies also did a “good job” for themselves and made 
tremendous profits, by raising their oil prices while occupying a 
quasi-fiduciary relationship to the country, resulting in higher prices 
to consumers at home and abroad and to the armed services of the 
United States. 

(4) The matter of exemption of 27% percent of gross sales (usually 
called the depletion allowance) from the computation of the Federal 
income tax should have earnest study and reconsideration; and special 
consideration should be given to small business in the field of oil, 
perhaps by a graduated depletion allowance. 

(5) The differences between the economic philosophies reflected in 
statutes of foreign countries and our own antitrust laws, create a 
problem for American corporations doing business abroad with foreign 
companies. And their problem should be thoroughly examined by 
this subcommittee and by the Department of Justice. 

The solution might be found in statute, in treaty, or in authorized 
Presidential action. 

In this connection, the recommendation of the special committee 
on antitrust laws and foreign trade of the Association of the Bar of 
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the City of New York is worthy of earnest consideration. This recom- 
mendation is stated as follows: 


We recommend that Congress should by legislation vest in 
the President the power to grant exemption from the anti- 
trust laws to any one or more persons, firms, or corporations, 
domestic or foreign, engaged or proposing to engage in any 
activity that may present a question of violation of the anti- 
trust laws as applied to commerce with foreign nations. 
Exemption should be granted if the President finds and makes 
public his finding that the grant is in furtherance of the 
national security or foreign policy of the United States. 
Exemption may be granted upon such terms and conditions, 
if any, as the President may deem appropriate in the public 
interest. 

The words “antitrust laws” should be defined to include 
the Sherman Act, Clayton Act, as amended, including the 
Robinson-Patman Act, Federal Trade Commission Act, 
antitrust provisions of the Wilson Tariff Act, and the anti- 
dumping provisions of the Revenue Act of 1916. 


Close examination of the conclusions of the Senators’ statement and 
of the staff reports indicates many critical comments are made which 
are not justified by the facts. 

I list below my comments on the statement of views of Senators 
O’Mahoney and Kefauver. 


Ill. MY COMMENTS ON THE VIEWS OF SENATORS O’MAHONEY AND 
KEFAUVER 


My comments are given the same paragraph number as the con- 
clusions of these two Senators which my comments criticize. My 
comments follow: 

(1) I agree that there should be no voluntary agreement to limit 
the import of oil. See my comment No. 20 below. 

(2) I disagree. There was nothing improper about the delegation 
of operating problems to the Middle East Emergency Committee, 
composed of representatives of the major American oil companies 
having tanker fleets and foreign oil reserves. The companies per- 
formed a task set by the administration, but they were not perform- 
ing a governmental function. The use by the Government of the 
profit motive to help solve the problem is nothing new and is part of 
our American system of private initiative. 

(3) I disagree. The Attorney General gave his continuing consent 
to the voluntary agreement. And, the temporary confusion between 
Departments on or about January 31, 1956, as to whether the agree- 
ment should be continued, should not be deemed to have canceled 
the entire basis for so essential a program. It was a job to do and 
the “know-how” was in the major oil companies. 

(4) I disagree. The administration did not abdicate policy forma- 
tion but properly requested industry to carry out operations essential 
to the policy on which the Government had already decided, (This 
is not to say, however, that the administration did not consider, as 
part of its policy formation, the interests of the United States Gov- 
ernment and the American companies in the oil located in the Middle 


East.) 
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(5) I disagree. The figures showed a crisis in deliveries of oil to 
Europe which led many to think that the oil lift would not be a suc- 
cess. How much more dangerous the situation of our European allies 
would have been if the oil-for-Europe program had not been organized! 

(6) I disagree. There was not time to seek more specific legisla- 
tive authority after the Suez crisis broke and before the European 
oil shortage developed. 

(7) I disagree. The Government brought together the best ex- 
perts to solve the problem. Delay and confusion would have re- 
sulted from bringing into the MEEC everybody who might want to 
join it. As a matter of fact, the administration went along with 
Senator O’Mahoney’s request for the addition of a representative of 
the domestic oil companies, even though they had no tankers to help 
move the oil to Europe. 

(8) I disagree. In my opinion, there is no adequate evidence in 
the record to prove that the companies should have diverted more 
Venezuelan oil from the United States to Western Europe. It cer- 
tainly does not demonstrate the inadequacies of the voluntary scheme 
for dealing with the oil crisis. It does not, in my opinion, prove that 
the companies failed to send more Venezuelan oil to Europe solely 
because they would gain by not doing so. 

(9) I disagree. There is time, during quiet periods, to allow for the 
full panoply “of Government supervision, with a Government chair- 
man and a full-time staff of Government employees; but in times of 
crisis, responsibility must often be placed on those already engaged in 
skillfully doing the job the country needs done. (Now that the crisis 
has been solved, the committee is reverting to a less active basis and 
a Government staff is being recruited, according to a report of August 
12 received from the Attorney General.) 

(10) I do not concur. It is inappropriate for this subcommittee to 
make findings as to a matter which is so essential a part of a pending 
antitrust suit, as is the question whether historical patterns of dis- 
tribution were followed by the major oil companies. I, therefore, 
oppose any such conclusion. 

(11) The question whether the severity of the crisis was reduced by 
certain factors is irrelevant to our conclusions. The emergency was 
there and required emergency action. Certainly, we should have 
objected if Europe had not cut its use of oil by rationing. The problem 
was not solved before MEEC came into the picture. 

(12) There is no doubt that profits increased; but I do not agree 
with the conclusion. Whether they increased because of antitrust 
immunity under MEEC schedules has not been proven to my satisfac- 
tion. Profits undoubtedly increased because of the vast increase in 
United States shipments to Europe and because of the increases in oil 
and gasoline prices and of tanker charter hire. 

(13) Idonotagree. Weshouldremainready. Wecan either kee 
the organization which we have, or we can be ready to reestablis 
it in event of crisis. (The August 12, 1957, report of the Attorney 
General announces that MEEC has been abolished; but, fortunately, 
the Foreign Petroleum Supply Agreement has been maintained for 
mobilization planning and for emergency action.) 

And, we should not abolish it until a better mechanism for handling 
any future international oil supply crisis is ready. Ina world of flux, 
we must have mechanisms ready for the Government to meet any 
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emergency. If we can improve the mechanism we have, fine! But, 
let’s not “blow it to pieces.”’ 

I do concur in the recommendation that the facts about the opera- 
tion of MEEC be brought to the attention of our colleagues on the 
Senate Banking and Currency Committee because it has jurisdiction 
over the Defense Production Act under which MEEC was established. 

(14) I agree that the “provisions of the voluntary agreement pro- 
viding for the gathering of information should be left intact.”” The 
responsible Government agencies should, of course, try to devise 
improved methods for handling future oil emergencies, if they can 
find better ones than they have already created. However, I do not 
agree that the Federal Government should deny to the country the 
benefit of the skill and initiative of private enterprise in solving any 
international oil supply crisis. To limit the mechanism to a Gov- 
ernment organization would do just that. In this period of challenge, 
we should use all brains and strength with which our people are 
equipped. And this includes business know-how. If improved pro- 
cedure requires additional specific legislative authority, of course it 
should be requested. 

(15) I find myself in agreement with some of the statements; but 
in disagreement with others. It is the concession from the Saudi 
Arabian Government which gives to the Arabian American Oil Co. 
(Aramco) a monopoly of Saudi Arabian oil. The Saudi Arabian 
Government was pleased to make such arrangements with an Ameri- 
can company. Aramco is selling its oil to its parent companies for 
prices on which they agreed with them. It would be novel doctrine 
to assert that a company may not select its customers and charge 
them an agreed price, particularly if they are also its parent com- 

anies. 

(16) Since the subject of the ownership of Aramco is a key point 
in the cartel suit already pending in the courts, I do not believe that 
the Senate Antitrust Subcommittee should make a recommendation 
with respect to this matter. And merely to recommend that the 
Department of Justice investigate the matter would be to suggest 
duplication, because the Department must have investigated it before 
making the allegation in paragraph 10 of its complaint in the cartel 
suit. However, a matter which the Department of Justice might 
well investigate is the question whether, in order to meet the com- 
petition in world markets of the enterprises of other Nations, it is to 
the advantage or to the disadvantage of the general public in America 
that there should be allowed to continue abroad what might be called 
“the united effort of American companies.’”’ See also my paragraph 
15 above and my fifth conclusion near the beginning of this statement 
of my views. 

(17) It does appear to be true, according to evidence before the 
subcommittee, that Aramco gave its agreement to the issuance of a 
Saudi Arabian income-tax decree, although its original agreement 
with the Saudi Arabian Government provided that Aramco need not 
pay any additional tax not then in effect. 

it also appears to be true that the result of the Saudi Arabian income- 
tax decree was to increase the Saudi Arabian Government’s income 
from Aramco up to 50 percent of Aramco’s net profits without in- 
creasing the original rate of royalty payments. 
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Apparently it is true, as a result, that the United States has received 
no revenue directly in the form of income taxes from Aramco on its 
foreign operations. However, the United States Government has re~ 

ceived income-tax payments from the stockholders of Arameo. ‘There 

is apparently nothing illegal in Aramco’s taking advantage of. our 
income-tax laws. All American companies doing business abroad 
do so. 

Aramco has had the prestige and protection of the American flag 
abroad. On the whole, ther efore, I recommend that appropriate 
congressional committees review the legality and the propriety of 
these arrangements to determine whether remedial measures or cor 
rective legislation are necessary or appropriate to secure for our 
Government additional tax income. 

(18) I agree with this point. 

(19) The amount of depletion allowance of the oil companies should 
be reconsidered in the light of their large earnings and in the light of 
our Government’s need for income. However, there is no adequate 
reason for discriminating between American companies merely on the 
ground that some are finding oil in the United States and some are 
finding it abroad. Oijl from both sources is important to the defense 
and to the domestic economy of the United States. Greater wealth 
and income must in this atomic age assume its proportionately greater 
responsibility. See my conclusion No. 4 above. 

(20) I disagree. There seems to be no justification whatsoever 
for suggesting an import duty on oil and oil products. It would 
increase prices to the American consumer. It is a gratuitous sugges- 
tion without basis in the hearing. Such offhand treatment of a major 
foreign policy which is within the jurisdiction of other committees, 
is to be deprecated, particularly when it would effect in an important 
degree our neighbors to the North (Canada) and South (Venezuela). 
As to the present program, the Presidential committee has decided 
the policy, for the time being. As a matter of fact, it is essential that 
we maintain our own domestic reservoir of oil in the United States, 
Having it within the continental United States in time of war is an 
even greater defense than owning oil reserves abroad. While we are 
at peace, we should conserve our domestic resources and use foreign 
supplies of oil to a reasonable extent. 

(21) I do not agree. It has not been proven in this record to my 
satisfaction that special financing concessions need to be made on the 
basis of certificates of essentiality. In order to justify Government 
financing to build additional pipelines, there should be a clear showing 
of defense needs. We are now economizing in our defense budget. 
This is no time to build commercial pipelines under the guise of de- 
fense expenditures. There is no showmg that certificates of essen- 
tiality are necessary either to obtain any scarce materials or to obtain 
a license to lay and operate the pipelines. 

(22) In view of the charges made before the Antitrust Subcommittee 
about pipelines and their alleged discrimination against independent 
oil producers, I agree that the Department of Justice should initiate 
an investigation. However, I believe that the investigation should be 
broad enough to include the natural-gas pipelines and any attempts 
to control them in violation of the antitrustlaws, the collection and 
pricing of natural gas going into those pipelines, and the monopolistic 
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prices charged for natural gas to industrial and individual consumers. 
And, it might also cover the prices charged for residual oil. 

(23) I agree that the oil industry has been the beneficiary of prefer- 
ential treatment in receiving the 27% percent depletion allowance. 
Before any investigation of so-called antitrust immunities granted by 
the Attorney General is further considered, I should want to see 
something specific which would indicate we would not be wasting 
our time. 

(24) Same as my comment No. 23 above. 

(25) The present authority to act should not be abolished or dimin- 
ished unless and until a new law providing improved machinery for 
coping with oil emergencies is enacted. What if a new emergency 
should arise tomorrow! What could the Government do if its au- 
thority had been abolished? However, I should oppose antitrust 
immunity for a proposed ‘‘voluntary restriction of oil imports.”’ 

(26) I disagree. See my comment No. 14 above. However, I am 
perfectly willing that the matter should be given proper and dis- 
eriminating study by a senatorial committee. 

(27) See my conclusion No. 3 above. The oil companies should 
not have raised prices when the industry was in a quasi-fiduciary 
relation to the United States. It owed greater loyalty to the people 
of the United States than to “jack up” the oil and gasoline price just 
at the time when the industry was purporting to help them out of an 
oil crisis. The major oil companies could hardly have required this 
increase in view of the comparatively low price which they pay for 
Middle Eastern oil. 

(28) I agree with the statement in point 28. 

(29) I disagree with point 29. 

(30) Without concurring in the conclusions, I agree with the rec- 
ommendation that residual oil prices be investigated. 

(31) I disagree with the recitals of this concluding recommendation 
No. 31; but I am of a firm belief that an appropriate committee should 
have under consideration the subject referred to and should bear in 
mind particularly the consuming public, as well as the rights of the 
producers and distributors. I believe that consideration of a national 
policy for oil should include the question of maintaining our own 
reserves as mentioned in my comment No. 20 above. 


Iv. COMMENTS ON THE VIEWS OF SENATOR DIRKSEN 


In addition to the views of Senators O’Mahoney and Kefauver, 
which I have just been discussing, Senator Dirksen filed a separate 
statement for himself. I shall be very brief in stating my position 
on the issues involved in his statement of views. 


The Middle East emergency 

(1 and 2) I agree partially with the conclusions in points 1 and 2 
in Senator Dirksen’s report. I feel that the Middle East Emergency 
Committee which the Federal Government set up in May 1956, was 
created to meet an emergency in the world which might have exploded 
with resulting catastrophe to the West. It might have resulted in a 
weakness in the West which would have permitted international com- 
munism to take over Western Europe. I believe that the oil-lift to 
Europe was a success. I also believe that there is no evidence that 
any other course could have been followed so successfully. 
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When we were seeking to cure the world situation, the oil price im- 
crease by the companies meant an increase of 80 million to 100 million 
dollars in the expenditures of the United States military service. 
This involved either the necessity of additional appropriations in that 
amount or the cessation of authorized activities costing the services 
that amount. (The latter alternative has been adopted by rent 
the military use of petroleum products by 10 or 15 percent.) 


The depletion allowance should be reviewed 


(3) See paragraph 18 above and conclusion 4. On the subject of 
depletion, I feel that the whole matter should be gone into fully. In 
that connection I draw attention to the tables on pages 1240, 1442 
and 1471 of the hearings in this matter. 

(4) See paragraph 18 above and conclusion 4. The depletion allow- 
ance of 27% percent of annual gross sales from crude oil production 
(not to exceed 50 percent of net income) was enacted in 1926, when 
the Federal income tax rate on domestic corporations was about 14 
percent. 

In view of the present corporate rate of 52 percent, the oil compa- 
nies’ 27% percent depletion allowance represents a tremendous tax-free 
bonanza which ordinary corporations do not get. 

The amount of this depletion allowance should, in my opinion, be 
carefully reviewed by the appropriate congressional committees. 

In this connection, it should be recalled that the 27% percent depletion 
allowance is not a percentage of the cost of the investment; it is a 
percentage of gross sales. 

And the companies w ho obtain part of their oil from the Middle East 
are able to sell it on the basis of the United States gulf price, adjusted 
for transportation costs. And so they calculate their deduction for 
that oil on the basis of the high selling price, while the cost to them is 
the low Middle East cost of production figure. 

In addition, it must not be forgotten that the 27% percent depletion 
allowance goes on forever; w hile similar devcaciasinn deductions of 
ordinary folk are stopped when the original capital has been recovered, 

During the World War, while regular corporations were required 
to pay Federal income and excess-profit taxes at a rate of about 
80 percent, this special group of gas and oil corporations with the 
benefit of the depletion allowance, benefited from an unfair dis- 
crimination so that they paid practically no excess-profit tax. Small 
wonder then that their size has grown so tremendously and that they 
have so much economic and political power. 

(5) My comment on this argument by Senator Dirksen is stated in 
paragraph 3 above. 

Oul imports 

(6A and 6B) My answer to this argument is contained in paragraph 
19 and 21 above. 

For the time being, the White House approval of the President’s 
committee recommendation has decided the question of oil imports. 
This subcommittee should keep closely in touch with the situation to 
be positive that the public’s interest is not sacrificed upon the altar 
of protec ting some of the oil companies. 

(7) The action taken and made the subject of comment in point 7 
of Senator Dirksen’s views was an action requiring judgment and 
discretion. 
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Staff reports 

(8) There is much to be said against the practice of a staff’s making 
a public report not sanctioned by the committee. In fairness, how- 
ever, it must be said that the oil companies were given an opportunity 
to testify in rebuttal to the staff reports but, so far as I know, none 
accepted that invitation, although one company wrote with respect 
to some aspects of the report. 

nm My comment on this point is covered in paragraphs 1, 2 and 3 

above. 

(10) My comment on this point is covered in paragraphs 1, 11 and 
15 above. 

Vv. IN SUMMARY 


We must remember that bigness alone is no crime. America is a big 
country. We often do things in a big way in America. 

But unfair or monopolistic practices must be ferreted out, even if 
they are directed from the seats of the mighty. 

During World War II, we called on all America, whether big or 
small, to defend the country. 

In times of international crisis, the Government should feel free to 
call on the right persons or the right companies to do the job. 

Competence should be the criterion. 

When a fire breaks out, you call the nearest fire department, and the 
fire is quickly put out by experts. You don’t convene a committee of 
all persons in the town who might be interested in fire fighting. 

risis is a time for action, not words. 

So, when our European allies faced an oil shortage, the administra- 
tion called in the oil experts. And they solved the oil supply problem. 

Changed and changing geography and economics of this world 
require that we constantly take a “new look.” In taking that ‘new 
look’’, we see the necessity for cooperation among nations and among 
international businesses. We must ever be mindful of the need for 
efficiency and not be “scared”’ of bigness, although we do need to be 
aware of human frailty and make sure that the general welfare is 
served. 

Senator O’Mahoney said in opening the hearing that it was for the 
purpose of discussing with the executive branch the antitrust immu- 
nity given to the major American oil companies to solve the Suez oil 
crisis. 

I find no fault in this connection with the administration. I find no 
fault with the oil companies, except that they used the occasion to 
raise their prices; but I think that the general picture of the oil in- 
dustry which the hearing gave us makes clear that a review of the 27- 
percent tax depletion allowance is overdue. Also overdue is a willing- 
ness to face the facts of life that competition abroad is not under 
any “Marquis of Queensbury Rules’’, against monopoly and unfair 
competition, like our own antitrust laws. 

Investment abroad by private companies, stimulated by private 
initiative, has done more, and will continue to do more, than Govern- 
ment ownership in the development of natural resources. But human 
nature being what it is, we must ever be mindful of the necessity of 
buttressing human frailties by laws and treaties which will protect the 
many against any excesses by the powerful few. 

ALEXANDER WILEY. 
O 
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